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FOREWORD 


In April 1975, the Royal Commission on Corporate Concentration 


‘ ep ; 
was appointed to "inquire into, report upon, and make recommendations 
concerning: 


(a) the nature and role of major concentrations of 
corporate power in Canada; 


(b) the economic and social implications for the public 
interest of such concentrations; and 


(c) whether safeguards exist or may be required to 
protect the public interest in the presence of 
such concentrations". 


To gather informed opinion, the Commission invited briefs from 
interested persons and organizations and held hearings across Canada 
beginning in November 1975. In addition, the Commission organized a 
humber of research projects relevant to its inquiry. 


One such project resulted in a series of case studies, of which this 
is one, dealing with the history and economic and social impacts of large 
and diversified corporations in Canada. This study traces the growth of 
MacMillan Bloedel from a lumber agency to a multi-plant, multi-product 
enterprise; and Vits impact: “upon the.secial, cultural and: political jenviron— 
ment. The author uses the conventional industrial organization economics 
paradigm of structure--conduct--performance in his analysis. This is a well 
accepted approach to the study of an individual enterprise, although as the 
Commission indicates in its final report, there are a number of shortcomings 
and problems when such an approach is applied to layer economic sectors. 


The study was prepared by Richard W. Schwindt of Simon Fraser University, 
with assistance in its early stages from William Wood of the University of 
British Columbia. Professor Schwindt teaches in the areas of industrial 
organization and competition policy, and has published articles on bank 
regulations, and on structure and competition in the Canadian financial 
sector. 


The Commission is publishing this and other background studies in the 
public interest. We emphasize, however, that the analyses presented and 
conclusions reached are those of the author, and do not necessarily reflect 


the views of the Commission or its staff. 


Donald N. Thompson 
Director of Research 
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PREFACE 


In acknowledging assistance with this project the personnel of 
MacMillan Bloedel must be singled out for special mention. They 
agreed to cooperate with this study and cooperate they did. Especially 
helpful was Mr. David Parker of the Strategic Planning Group, who was 
called upon to find answers to innumerable questions, arranged and 
attended a score of interviews, doffed business attire to accompany 
this researcher on a tour of logging operations in the wilds of 
British Columbia, and presented the firm's position with intelligence 
and candor. Also the patience of Mr. Grant Ainscough deserves mention. 
It was tested on many occasions and was never found wanting. 


I am also indebted to my research associate Mr. Timothy McDaniels 
who researched and wrote the first draft of the first four sections of 
Chapter 3. Ms. Kate Braid researched and wrote the first draft of the 
fifth section of Chapter 3. Professor W. Wood researched portions 
of the last section of Chapter l. Ms. Charmaine Klassen and Mr. James 
Brookes provided able research assistance. Ms. Susan Underwood 
and Ms. Donna Wilson, confronted with unintelligible script and 
creative spelling, were able to produce a readable manuscript. Mr. 

G. Bowden provided access to data collected for the Pearse Commission, 
explained the intricacies of the British Columbia forest tenure systems, 
and made a number of helpful comments which have been integrated into 
this report. Professor Paul Gorecki, Professor David Haley, Mr. 

Richard Yates, and Dr. Erwin Dreessen had the patience to read the 
entire manuscript and to make comments and corrections. 


Remaining errors of omission and commission are mine. 


R. Schwindt 
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NOTES TO THE READER 


ABBREVIATIONS 

Ser. Or Cunt’ one hundred cubic feet 

fbm Foot board measure 

FML Forest Management Licence (subsequently TFL) 
M one thousand 

MM one million 

MOS minimum optimal scale 

neg. negligible 

PSYU Public Sustained Yield Unit 
Tons SHOLE tons ; 2,000) ibs. 

CPL Tree Farm Licence 

TSH Timber Sale Harvesting Licence 
ROUNDING 


Percentages in tables may not sum to 100 due to rounding. 


For conversions it is assumed that pulp mills and paper mills 
operate 355 days per year. 
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It will be a sorry day for the 
Eastern Division or elsewhere in British 
Columbia when forest industry here 
consists chiefly of a very few big 
companies, holding most of the good 
timber---or pretty nearly all of 
it---and good growing sites to the 
disadvantage and early extermination 
of the most hard working, virile, 
versatile, and ingenious element of 
our population, the independent market 
logger and the small mill man...... 


Our forest industry is healthier 


if it consists of as many independent 
units as can be supported. 


H.R. MacMillan 
November 3, 1955 
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CHAPTER I 


THE ISSUES AND THE SETTING 
INTRODUCTION 


.Power, whether based in economics, politics, or elsewhere, has always 
enjoyed considerable public interest. Rarely a season goes by without some 
journalistic exposé of who-controls-what making the national best sellers' 
list. North American society has long considered those in whom power resides 
as quasi-celebrities and has treated them in the media accordingly. As of late, 
however, large corporations in North America have been the objects of increased 
public scrutiny and hostility. At least four factors lie behind this general 
growth of public suspicion. 


First, there was the very real merger wave of the late 1960's which 
peaked in both the United States and Canada in 1969. The activities of men 
like James Ling, Harold Geneen, Paul Desmarais, and Tex Thornton were followed 
avidly by both the business community and the public at large. From the 
vantage point of 1976, it is easy to understand how many of the analysts of 
the time (and there was an abundance of academic economists amongst them) could 
extrapolate from the merger trend and conclude that within so many years the 
North American economies would in effect be controlled by a handful of super- 
corporations. That the movement was broken by the vagaries of the stock market 
and the resistance of established power centres which resented the encroachment 
upon their preserves was not enough to assuage public fears. 


Secondly, the commodity shortages of the early 1970's have come to be 
blamed, at least in part, upon the manipulation of those corporations entrusted 
with the providence of those commodities. For example, while the producer's 
cartel was initially held responsible for shortages of petroleum, the major 
refiners came to be accused of both exacerbating and profiting from the situation. 
Regardless of whether the charges are substantiated, they have been voiced 
and consequently add to the public's uneasiness toward corporate 
power. 


The inordinately high rates of inflation over the past decade have also 
added to the hostility toward big business. The traditional explanation of 
inflation, that of too many dollars chasing too few goods, has given ground to 
the administered pricing doctrine which contends that institutions enjoying 
market power can raise prices in defiance of the forces of supply and demand. 
That governments favour this latter explanation is unsurprising when one 
recognizes that the traditional theory ties inflation to overexpansion of the 
money supply, a governmental responsibility. Again, it does not matter that 
few students of the administered pricing doctrine would claim it as the sole 
or even dominant cause of inflation. That the charge has been raised, and 
popularized, is enough to add to public suspicion. 


Finally, the upsurge in disclosure of corporate crime has helped diminish 
society's confidence in the holders of corporate power. While there is no 


way to know if corporate crime is actually on the rise, its exposure certainly 
is. The Watergate Hearings, the I.T.T. investigations, the dredging scandals 

in eastern Canada, and now the surfacing of high level bribery in the aeronautics 
industry have all understandably marshalled public opinion against big business. 


British Columbia has of course been subject to these same forces, and has 
in fact been witness to several others. During the tenure of the N.D.P. from 
1972-75, friction between government and corporate enterprise in the province 
increased with a resultant generation of information and heightened public 
awareness of the role of large firms. This friction is of special interest.to 
this study as one of its consequences was a detailed investigation of the 
forestry sector carried out by the Task Force on Crown Timber Disposal, and 
subsequently the Royal Commission (Pearse Commission) on Forest Resources. 

The hearings and findings of the Pearse Commission yielded substantial 
information about the firms, and the allocation of resources in the sector, 
that had hitherto been unavailable. 


And finally the subject of this study, MacMillan Bloedel, Ltd., was the 
object of considerable, though not negative, public interest as a result of 
two unfortunate events. In 1975, the firm experienced losses for the first 
time in its history. The veil shrouding the inner-workings of the firm's 
hierarchy was partially rent as pressure was brought to bear upon the chairman 
and the president, culminating in their joint resignation in March, 1976. 


Additionally the founder and driving force of the firm, H.R. MacMillan 
died in February of 1976. While he had not been active in the company for 
the past ten years, his legacy in the form of corporate strategy is very much 
alive. His passing, with the subsequent public testimonials, has brought the 
history of the firm and its present role in British Columbia very much before 
the public view. 


These then are the forces which have kindled public interest in the 
workings of large corporations in general, and the unique occurrences which 
have put MacMillan Bloedel, Ltd., on centre stage in British Columbia. We are 
thus confronted with a complex of charges against corporate concentration and 
a considerable amount of information concerning the British Columbia forest 
sector in general and MacMillan Bloedel in particular. What remains is to 
review what theory exists in the area, to organize the available information 
in conformity with that theory, and from analysis of the data to determine 
the nature and role of MacMillan Bloedel in British Columbia and Canada, and 
the economic and social implications for the public interest of its behaviour. 


METHODOLOGY 


Unhappily there is no universally accepted theory for the analysis of 
corporate concentration. On the one hand, traditional industrial organization 
economistst emphasize the influence of the corporation upon individual, 
narrowly defined markets. Corporate power then is analagous to market power 


where the latter is defined as the ability to "behave persistently in a manner 
different from the behaviour that a competitive market would enforce on a firm 
facing otherwise similar cost and demand conditions."2 For the multi-market 
corporation, corporate power could then be defined as some composite of the 
power exerted in each individual market. 


The position of the traditional industrial organization economists has 


been clearly spelled out in the submission of R.E. Caves to The Royal Commission 
on Corporate Concentration, and it is worth reviewing. He states: 


1. Corporate power ts an economically meaningful concept only in 
terms of a company's abtlity to affect the allocation of resources 
in a particular market; therefore large size matters mainly because 
tt usually coincides with large market shares. 


2. Corporate power in product markets depends on the elements of 
the structures of those markets, tneluding seller concentration 
but also many others. 


5. Corporate stze does not dtrectly contribute to market power. 
It may contribute indirectly because diverstficatton strengthens 
a seller's power tn any one of his markets, but the statistical 
evidence ts not clearcut. Large size may also secure arttfictal 
advantages in the capital market for the borrowing firm; the 
evidence on thts hypothesis ts also incomplete. 


4, Scale economies explatn the high concentration of sellers in 
many Canadtan tndustrtes but not the presence of large diverstfied 
firms. Dtverstficatton can achteve some effictenectes, but U.S. 
statistical evidence does not confirm any clear economte gatns 
from diverstftcatton. 


5. Large corporattons that are under managertal control may 
suffer reduced efftetency because thetr managements can tndulge 
tn the pursutt of goals other than maximum long-run profit for 
the owners. 


The Royal Commission, however, has a broader charge dealing 
as it does with both the wider implications of corporate concentration for the 
public interest and the adequacy of policy vis-a-vis those concentrations. 
Analysis of these broad issues has fallen, Some would say by default, to what 
have come to be called "institutional economists". This group or school, 
which is based upon the seminal work of Thorstein Veblen and whose most 
outspoken contemporary adherent is J.K. Galbraith, views the corporation from 
an evolutionary perspective rather than through the restrictive, but elegant 
models of neo-classical theory. Hamilton succinctly describes the difference 
between the two schools in his description of the work O£ Berle 


and Means: 


Unlike the traditional price theorist who fits the corporation into 
his hedonistie theory under the heading, "The Economtes of the Firm", 
and goes on to treat it as subject to the same hedonic calculations 
that he assumes explain individual behavtor, Berle and Means treat 
the corporation, tts growth and structural changes, as part of the 
instituttonal fabric of modern soctety. A large part of the study 
its devoted to a detatled analysts of how thts tnstituttonal fabric 
has been changing through growth and new usage.® 


The structure of this study reflects both of these views, covering as it 
does an historical review of the firm's development, an analysis of the markets 
in which the firm participates and a discussion of the non-economic impacts of 
the firm on its environment. 


The remainder of this chapter traces out the growth of the firm froma 
lumber selling agency to a major, vertically integrated, multi-national 
corporation. In the process the underlying growth strategy and the type of 
executive control which have characterized the firm are isolated and discussed. 


Chapter II comprises a series of industry studies and concludes with an 
analysis of the firm as a multi-plant, multi-product enterprise. Each major 
market in which MacMillan Bloedel participates will be analyzed using the 
conventional industrial organization paradigm of structure/conduct/performance. 
Under the structure rubric, interest will centre upon the concentration of 
sellers and buyers and barriers to entry confronting either buyers or sellers. 
Because MacMillan Bloedel is primarily involved in commodity markets only 
fleeting attention will be paid to the structural dimension of product 
differentiation. The mechanics by which the firm and the industry determine 
price will be the primary focus of the discussion of industry conduct. With 
respect to performance, interest will be centered on technical efficiency with 
emphasis on the existence, and the firm's achievement, of scale economies at 
the level of the plant. In essence the first seven sections of Chapter II 
represent a series of industry studies, each necessarily cursory as any one 
of them done in detail would represent a major study. The final three sections 
of the chapter provide an analysis of the economics of the firm as a whole, 
emphasizing scale economies attributable to the multi-plant, multi-product 
corporation, the firm's research and development effort and the possible 
existence of supercontrol groups in the forest products industries. 


While Chapters I and II place MacMillan Bloedel in the context of the 
British Columbia forest products sector as of the mid-1970's, Chapter III 
consists of an attempt to quantify the impact of the firm upon its environment 
in dimensions other than those which are purely economic. 


MacMillan Bloedel is a relatively large institution within British 
Columbia and plays a multiplicity of roles ranging from philanthropist ico 
resource manager. In some regions of the province it is the major employer, 
in others it is the only employer. Because it is absolutely large, and in 
the context of British Columbia relatively very large, its effects upon the 
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Table I.4 


FOREIGN CONTROL OF B.C. FOREST SECTOR 


%Z of Total Capacity Controlled*® by Foreign inverecrs 


Plywood/ 


Newsprint Market Pulp Veneer Lumber 


3260 Coe Do4 46.5 


* "Control'' defined as 50% or more of common shares held 
by foreign interests; or 40% or more of common shares 
held by a single foreign group with no Canadian group 
holding an equivalent share. 


source: Table I.12 and various annual reports. 
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In 1909, having failed to fulfill the terms of the lease, the Canadian 
Industrial Company offered this prime timber claim for sale. Brooks—-Scanlon 
were the successful bidders, acquiring at the same time water rights to the 
Powell Lake. In that year the Powell River Pulp Co. was incorporated, in 
1911 it was reorganized into the Powell River Co., and in 1912 it began 
producing newsprint. Production began and remained at 250 tons/day until 
the mid-1920's when postwar demand warranted a doubling of capacity. Over 
the next 20 years the firm continued to specialize in newsprint, acquiring 
additional timber as its original stock was depleted or as increased capacity 
necessitated increased inputs. 


The Powell River Co. was originally a family firm and, up to the merger 
with MacMillan and Bloedel in 1959, the positions of authority within the 
firm had been held by members of the Brooks and Scanlon families. In the 
early years control remained in Minneapolis, but in the late 1930's it was 
shifted to Vancouver. 


Bloedel, Stewart and Welch, under the guidance of J.H. Bloedel, a 
Washington State lumberman, began operations in British Columbia in 1911. The 
firm began as a logging operation and did not enter manufacturing until its 
acquisition, in 1923, of a cedar mill. During the 1920's the firm acquired 
substantial cutting rights on Vancouver Island. Especially important was the 
purchase of the extensive Hill-Quinn tracts in 1927 which gave the company 
"one of the largest forest reserves of any company in British Columbia, "10 


In partnership with the King-Farris interests the firm constructed the 
Great Central Lake sawmill in 1927 on Vancouver Island. Eventually the mill 
was taken over completely by Bloedel, Stewart and Welch. The year 1937 saw 
construction of the Somass mill at Port Alberni, built originally as a single 
line unit and now the largest sawmilling facility in the MacMillan Bloedel 
complex. 


Bloedel, Stewart and Welch was also a family run firm. In the 1920's 
Prentice Bloedel, son of J.H. Bloedel, entered the firm and eventually took 
over his father's interests and the presidency of the firm. Under his 
direction, Bloedel, Stewart and Welch constructed, in 1948, a Kraft mill at 
Port Alberni to use the waste materials of the Somass sawmill. The firm 
entered the 1950's vertically integrated from forest management to pulp 
manufacture, and with timber holdings in excess of the requirements of its 
converting facilities. 


The history of the H.R. MacMillan Export Co. is tied to the career of 
the man whose name it bore. Harvey Reginald MacMillan was, throughout his 
adult life, involved in forestry and forest based industries, and this 
singularity of direction marked the development of the corporation he came 


EOmCOntTOnw. 


He graduated from Yale in forestry, saw British Columbia for the first 
time in 1907 while on a coastal survey of timber areas, returned to Ottawa 


aoe daly 


where he was made Assistant Director of Forestry, and returned to British 
Columbia in 1912 to organize and direct the province's Forest Service. He 
served in the Great War first as a special Trade Commissioner to organize 
timber supplies for the war effort, and later as Assistant Director of the 
“Imperial Munitions Board, in which capacity he coordinated the production of 
spruce for the Allied airforces. 


Between these two tours of duty MacMillan took a position as assistant 
manager at a sawmill in Chemainus, British Columbia. He was fired from this 


position and 


when he was walking out of the door of the manager's office he 
turned and satd, "When I come through this door again I'll own 
thts (deleted) place, "11 


The statement was prophetic for the Chemainus sawmill was eventually 
absorbed by the H.R. MacMillan Export Co. 


At war's end MacMillan did not return to the British Columbia Forest 
Service and instead "with one stenographer started a timber export business." 
The H.R. MacMillan Export Co. began simply as a sales agency with neither 
timber nor sawmilling facilities of its own. However, thanks to the drive of 
its founder and to the connections he had made during the war, the firm thrived. 
W.J. VanDusen was brought into the firm and the two principals established 
markets in the United Kingdom, India, Japan and other areas of the Far East. 

At this point the firm integrated forward into shipping by forming the 
Canadian Transport Co. Ltd., a wholly-owned subsidiary. This was a first 
step in what became a systematic strategy of vertical integration. 


12 


During the 1920's the firm acquired some timber stands and sawmilling 
Capacity, but concentrated its efforts on marketing with the result that 
",..practically all lumber production from British Columbia mills was sold 
through the MacMillan firm."13 Evidently the firm enjoyed a monopsony in 
the purchase of British Columbia lumber. Eventually those confronting that 
monopsony reacted. 


By 1935 he (MacMillan) was the world's largest charterer 
of merchant shipping and making so much money selling other 
compantes' timber that a group of British Columbia firms 
decided to set up an export agency, Seaboard Lumber Sales, 
and tts affiltate, Seaboard Shtpping.14 


The creation of this sales organization cost the H.R. MacMillan Export Co. 
a large portion of its supply (the Seaboard group accounted for 80 per cent 
of provincial lumber production) and confronted the firm with a direct 
competitor. MacMillan reacted by accelerating the drive for backward 
integration. He acquired both timber and manufacturing capacity, notably the 
Vancouver Plywood Plant, and the Alberni Pacific Lumber Company which had 
been owned by the British lumber firm of Denny, Mott and Dickson. 
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The H.R. MacMillan Export Co. survived the crisis and maintained the 
momentum of its drive for secure timber rights well into the 1940's.15 The 
Second World War created a buoyant market for lumber and the firm prospered 
throughout the hostilities. MacMillan served Guring the conflict first as 
Timber Controller for Canada and then as President of Wartime Merchant 
Shipping Ltd. 


. At the close of the war MacMillan returned to the firm and reinstated 
the programme of integration, especially forward integration. The Victoria 
Lumber Co. at Chemainus was acquired and MacMillan's promise to its owner 
kept. Following Bloedel, Stewart and Welch's lead in the use of sawmill 
residuals in the pulping process, MacMillan constructed a 90 thousand ton/ 
annum capacity Kraft pulp mill at Nanaimo which went into production in 1951. 
The firm embarked on this substantial expansion project with no experience in 
pulp making. 


Without the knowledge of pulp mill economies the firm hired a local 
consulting firm, whtch had previous mtll construction experience, 
to conduct engineering feasibility studtes, evaluate locations, 
provide estimates, designs and Purehases of all equtpment, as well 
as superviston of construction, 16 


As of 1951 the H.R. MacMillan Export Co. was integrated from timber holding 
through sawmilling, plywood and pulp manufacture to transportation. It had 
no papermaking facilities. While its holdings of timber were extensive the 
firm depended upon market purchases for up to one-third of its converting 
requirements. 


In 1951 the H.R. MacMillan Export Co. and Bloedel, Stewart and Welch 
merged in the "largest consolidation of its kind in the industry in Canada to 
that date".1/ In his explanation of the rationale behind the merger Hayter 
argues that there was "Substantial rationalization and consolidation of flows 
of raw materials between logging camps and converting facilities", that the 
H.R. MacMillan Export Co. "provided a strong management team and an international 
and domestic lumber sales organization, the Bloedel firm contributed a large 
surplus of timber", and the merger reduced the level of competition in many 
classes of products.18 


The rationalization and consolidation argument is clear. The two firms 
had expanded in the Alberni area to the point that they had a large number of 
physically contiguous operations. After the merger the relatively small 
(58 million fbm/annum) Great Central Sawmill was closed while capacity was 
increased at the Alberni Pacific and Somass mills. Also residuals were 
routed so that wastes from MacMillan holdings in the Albernis now went to 
Bloedel's pulp mill at Port Alberni rather than the Harmac (Nanaimo) mill. 


The value of MacMillan's “international and domestic lumber sales 


organization" to Bloedel, Stewart and Welch is unclear as the latter firm was 
a member of the successful Seaboard marketing group. 
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The extreme desirability of Bloedel's timber rights to MacMillan is 
understandable. As a result of the crisis precipitated by the formation of 
the Seaboard group MacMillan had become especially sensitive to his firm's 
dependence on external sources of timber. Moreover the accumulation by 
other integrated firms of vast tracts of forest lands had reduced the supply 
of uncommitted timber, thereby increasing the vulnerability of any firm 
relying on the open market for raw material. 


The growth oriented management of the H.R. MacMillan Export Co. must have 
had a strong appeal to Prentice Bloedel. His was a private company, directed 
by the Bloedel family for a half century. However there were no male heirs 
and hence no assurance that the firm would carry on after his departure. 
Amalgamation with MacMillan promised both survival and expansion, although Le 
meant a subservient position for Bloedel. 


Finally, the merger unambiguously reduced competition in a number of 
markets. Hereafter the firms would no longer compete for timber rights. 
Competition in lumber markets was reduced. MacMillan's position vis-a-vis the 
Seaboard group was strengthened. And of course the increased competition which 
would have resulted from the entry of two new producers in the Kraft pulp 
market was never realized. 


In the 1951-1959 period MacMillan and Bloedel Ltd. rapidly expanded its 
operations both vertically and horizontally. During this period the Somass, 
Alberni Pacific, Chemainus and Canadian White Pine sawmills were modernized 
and expanded. Number 2 machine was added to the Harmac pulp mill raising the 
capacity of that operation from 90 to 245 thousand tons/annum of bleached 
Kraft. pulp. 


Major expansion of the Port Alberni pulp mill put the firm further 
forward on the integration stream. Number 2 machine, with an initial 
80 thousand ton/annum Kraft linerboard capacity placed the firm squarely in 
competition with Crown Zellerbach, previously the sole producer of linerboard 
on the Coast. By 1958 machines number 3 and 4 were operating with a combined 
newsprint capacity of 220 thousand tons/annum. Integration into newsprint 
placed the firm in direct competition with the Powell River Co. (1958 capacity 
of 500 thousand tons/annum) and Crown Zellerbach (1958 capacity of 265 thousand 
tons/annum). Thus, by the end of the 1950's the firm was integrated from 
timber holding through lumber, plywood, pulp, newsprint and linerboard 
production into shipping and marketing. 


During this period the assets of MacMillan and Bloedel were nearly doubled. 
The expansions were financed through the retention of $66.7 million of earnings 
and an addition to long term debt of $26 million. Despite the assumption of 
these sizeable loans the firm ended the period in a strong financial position 
with only 15.7 per cent of its assets financed by long term debt. 


By the mid-1950'"s the Powell River Co. was in a somewhat different position. 
The firm had centered its attention on the acquisition of a strong timber base 


Set 


and on the production of newsprint. It had been successful in both endeavours. 
Its holdings of secure timber rights exceeded its converting requirements and, 
prior to the entry of MacMillan and Bloedel, it accounted for over 70 per cent 
of the province's newsprint which conferred upon it market power in the 
western United States' newsprint market. 


However the Powell River Co. was not nearly as fully integrated as 
MacMillan and Bloedel. The firm operated several small lumber mills and in 
1954 acquired a corrugated container manufacturer, Martin Paper. Despite this 
diversification the firm depended for three-quarters of its revenue on one 
product, newsprint, and was in the process of increasing that dependence by 
construction of paper-machine number 9 which was to come on-line in 1957 with 
a Capacity of 87.5 thousand tons/annum. 


The management of the Powell River Co. did plan to integrate more fully 
in the future. In the early 1950's the firm had a surplus of funds which it 
intended to invest in a Kraft mill. It acquired Martin Paper which would 
provide a captive market for linerboard, in anticipation of the expansion into 
Kraft production. Unfortunately for the Powell River Co., MacMillan and 
Bloedel moved more quickly and in 1957 the Port Alberni mill began production 
of linerboard. At this juncture the Powell River Co. sold half interest in 
Martin Paper to MacMillan and Bloedel for $2.5 million, which was $0.26 million 
more than the total book value of the corrugating firm.21l 


Powell River's motivation in selling a 50 per cent tnterest in 
tts substdtary to MacMillan and Bloedel ts again eastly under- 
standable. Powell River at one ttme had intended to tntegrate 
backwards from container manufacture to board manufacture. 
Onee MacMtllan and Bloedel had entered the board fteld the 
thought ltkely did oceur to Powell River executives that 
MaeMillan and Bloedel mtght tntegrate forward into the 
contatner fteld. Had MacMillan and Bloedel done thts, the 
result might well have been a battle for sales of shtpptng 
containers whitch would force their prices well below the 
cetlings set by Amertcan tmports; or, alternatively, tf an 
agreement on prices were reached, excess capacity and losses 
in the econtatner mills of both compantes and tn MacMtllan 

and Bloedel's board mill. 


There ts some evtdence that the industry's executives were 
thinking about the posstbility of excess capacity. 

Mr. H.S. Foley of Powell River was of the opinion that a 
production of 50,000 tons a year was necessary to efftietent 
operation of a Kraft mill, and that Martin Paper's annual 
consumption was about 30,000 tons a year. Had Powell River 
produced 50,000, the remainder, 20,000, would have had to be 
sold on world markets, which he regarded as highly competitive... 
the importance of this evidence ltes in tts showing that the 
spectre of excess capacity was present in Mr. Foley's mind, @ 
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The joint holding of Martin Paper was the first step toward complete 
amalgamation of the two firms. While the actual merger negotiations were 
a well-kept secret the perceived benefits of the merger to each party are 


fairly cléar. 


The Powell River Co. sought a more complete degree of integration which 
MacMillan and Bloedel, with its Kraft, linerboard, plywood, and lumber operations 
could provide. The firm was especially in need of Kraft pulp as the technology 
of newspaper printing had changed, requiring a stronger newsprint. The addition 
of Kraft rather than sulphite pulp to the newsprint provided that strength. The 
Powell River Co. had sulphite, not Kraft, facilities. 


Through the merger MacMillan and Bloedel would acquire secure timber, of 
which it was always in need, a newsprint sales organization to market the 
output of the Port Alberni mill, and, thanks to the Powell River Company's 
aversion to borrowing funds, an increased debt capacity. Moreover the merger 
would give the resultant firm a pre-eminent position in the western United 
States' newsprint market. 23 


It has been argued that the Powell River Co. was in need of investment 
funds to upgrade its production facilities and resorted to merger to secure 
these funds. Roughly 57 per cent of its newsprint capacity was accounted for 
by machines 8 and 9 which had been built within the preceding decade and were 
of reasonable size. However the remaining 43 per cent was made up of newsprint 
machines which ranged in age from nearly a half to a quarter century. Given 
that these facilities were in need of modernization, it is not obvious that the 
firm could not find funds to effect that modernization on its own. The firm 
had no long term debt and based upon its sound financial position could have 
found lenders. That it did not do so reflects upon the abilities of its 
management. 


In any merger there are forces at play which impede agreement, one set 
of which Bain calls "enterprise sovereignty considerations". 


These are forces virtually deterring mergers, and tnhere in the 
difficulty of potential parttes to mergers in agreeing on terms. 
Fundamentally, they are attributable to the reluctance of individual 
oumershtp-management units to yteld up their sovereign controls over 
thetr operations to a larger combined untt. 


In the Powell River Co./MacMillan and Bloedel amalgamation the question of 
which set of management was to yield control was not resolved at the time of 
merger. Technically the Powell River Co. 'took over' MacMillan and Bloedel. 

Two Powell River principals, H.S. Foley and M.J. Foley, became, respectively, 
vice chairman of the board and president. However J.V. Clyne, H.R. MacMillan's 
designated successor, held the position of chairman of the board, and 60 per 
cent of the stock of the new company was held by former MacMillan and Bloedel 
shareholders. The issue of control was resolved within a year and a half. 
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Foley qutt in dramatic fashion, sending a copy of his restgnatton 
Letter to the newspapers. He satd it had been understood that 
Powell River and MB men would have equal representation on the 
board of directors and executive committee of the merged company. 
Clyne was to have been an tmparttal chairman. 


Foley wrote that over the prevtous year 10 key Powell River people 
had left thetr jobs and both the executive committee and the board 
of directors had been trimmed to give MacMillan's men a majority. 


‘Your (Clyne's) prejudiced attitude and actions since the 
amalgamation, contrary to all our understandings, leave me no 
alternative but to conclude that I can be of no further use to the 
(company) while you rematn as chairman,' Foley said, 


Clyne described the last confrontation as follows: 


‘About a year after the merger, a sertous dispute arose between us 
concerning the oumership of shares in a substdiary, which I 
maintained were held in trust for the company and which Foley satd 
were owned benefictally by certain individual shareholders. As a 
result of thts dispute and its impltcations, I asked Foley for hts 
restgnation and he resigned at the following meeting of directors. 


Some time later, Foley approached several of the dtrectors of 
MacMillan, Bloedel and Powell River with a proposal to sell five 
mtLlton shares of MacMillan, Bloedel and Powell River Limited to 

St. Regts, an American competitor. The group of the merged company 
tndtcated to Foley or to the representatives of St. Regts that they 
were prepared to accept the offer, which would net them about three 
dollars above the market price. They were not, however, able to 
raise the full five million shares among themselves but were only 
able to assemble two and a half millton, so they decided to 

approach H.R. MacMillan and Prentice Bloedel to see tf they would 
join in the deal. At that time the tssued shares of the company 
were twenty million, so a holding of five millton would make St. Regts 
the largest shareholder and would hand over to it the effective 
control. H.R. MacMillan told the representatives of the Powell River 
group that the whole matter should be immediately brought to my 
attentton as the chatrman of the company, which was done. I told 

the representative of the Powell River group of directors that the 
whole deal was entirely improper; the price at which the Powell group 
of directors were prepared to sell would give them a profit of 

three dollars a share over the market, whitch was not avatlable to 

the general body of shareholders, and in my opinion the proposed 
transaction was legally questionable, improper, and unfair to them, 


I immediately brought the subject before the executive committee oe 
the company, some of the members of whtch were former Powell River 


directors involved in the deal. I told them that their conduct savoured 
of the highest degree of tmpropriety and that they were no longer 
suitable persons to sit on the board, representing the interests of 

all the shareholders. I told them that I would not recommend the 
nomination of any of the dtrectors who were involved in the deal at 

the annual meeting of the company, whteh was to take place the 

following month, and that I would gtve the shareholders the reasons 

why I did not think they should be so nominated. Thts was done, and 

all the dtreetors who had been willing to sell thetr shares to St. Regts 
were not nominated and shareholders were informed of the reasons.' 


By 1966, the year Powell River was dropped from the company's name, only 
one of the original Powell River directors, Anson Brooks, remained on the board. 


Once Clyne had settled the issue of control with the Powell River group 
he initiated an expansion policy which carried well into the 1970's. This 
expansion was realized through the modernization of, and additions to, 
existing facilities, the construction of a new plant, and through acquisition. 


The most important modernization and expansion programme was carried out 
at Powell River. Between 1965 and 1976 newsprint machines numbers 1, 2, 3, 4, 
and 6 were shut down, number 5 was modernized, and number 10 (with capacity 
of 160 thousand tons/annum) was added. The sulphite mill was closed and a 
Kraft mill came on-line in 1968. Most recently, a thermo-mechanical pulping 
operation has been constructed, replacing two groundwood mills. 


The newsprint capacity of the Port Alberni mill was increased by 
149 thousand tons/annum with the addition of number 5 paper-machine, while 
Kraft pulp capacity at Harmac was expanded by 175 thousand tons/annum. 


The litany of acquisition and construction of production facilities 
between 1960 and 1976 is too long to describe in detail here. Table 1.5 (page 25) 
shows that the building materials, pulp and paper and packaging groups each 
shared in the construction and acquisition drive. 


It was also during this period that MacMillan Bloedel evolved from a 
national to a truly multi-national firm. By 1968 it held interests in, or 
owned outright, production capacity in Great Britain, Holland, Belgium, Spain 
and the United States. 


By far the most important of these was the construction of an integrated 
mill at Pine Hill, Alabama. Apparently the hiring in the early 1960's of 
several American executives who were familiar with the south eastern United 
States' forest industry led to the initial investment decision. After 
commencement of the project it was recognized that the firm was in a vulnerable 
position vVts-qd-v1s other U.S. linerboard manufacturers as it had no 
secure markets for its output. Resolution of the problem was sought through 
the sale of 40 per cent interest in the mill to the United Fruit CO. (are Lem 
which used considerable quantities of linerboard in the manufacture of fruit 
packing boxes. In 1970 United Fruit's parent, United Brands, became 


dissatisfied with the performance of the joint venture and sold its share back 
to MacMillan Bloedel. 


The soft markets for linerboard which characterized 1970 and 1971 
prompted the firm's acquisition of the Hankins Container Company (a division 
of Flintkote Corp.) a manufacturer of corrugated containers. Paradoxically, 
by 1974 the situation had reversed and the firm reported that "in order to 
obtain the required materials [for the corrugating plants] it was necessary 
on several occasions, to purchase paper from alternate suppliers at premium 
prices with a corresponding impact on profit margins". 2/ 


International expansion continues to the present. By 1976 Prance so basa., 
Malaysia, and Indonesia had been added to the list of countries hosting 
production operations in which MacMillan Bloedel has interests. Table 1.6 
shows the more important of the firm's international operations. 


Both the domestic and international growth of the firm during the 1960- 
1976 period are characterized by vertical and horizontal expansion. The firm 
acquired, through its purchase of E & N Railroad properties in 1964, Significant 
additions to its resource base. Modernization, construction and acquisition 
resulted in impressive additions to its production capabilities in every 
product (see Table I.7). As will be seen shortly, this growth has led the 
LimMetovavcurrent position which is, in either relative or absolute terms, of 
considerable moment. 


This cursory review of the firm's history allows the identification of 
trends which, in the absence of a more explicit statement, can be interpreted 
as a corporate strategy. Clearly the firm has been oriented toward growth. 
This is of course a common corporate goal; what is interesting is the isolation 
of long-run policies which brought about achievement of that goal. 


The firm expanded primarily within the forest products industries--it is 
no conglomerate. The movement backwards from marketing to sawmilling, to 
logging, and to resource management, and forward to plywood, pulp, paper and 
packaging manufacture constitutes a very weak degree of diversification. In 
the 1970's MacMillan Bloedel entered into more radical diversification with 
emphasis placed on the Ventures Group and on the transportation of non-wood 
based products. Performance of the Ventures Group was poor, that of the 
Transportation Group was disastrous. Losses in shipping were so great in 
1975 that they caused the firm to incur a loss for the first time in its history. 
These excursions can be considered anomalous and terminated. The dismissal 
of the senior executives under whom non-forest related diversification took 
place, and the appointment of C. Knudsen to the presidency with the clear 
mandate "to give MacMillan Bloedel strong leadership as a well-positioned 
financially strong company concentrating on the production and marketing of 
forest products"28 clearly points to resumption of the historically successful 


policy. 


The firm's emphasis on vertical integration evolved as a response to 
threats either to its source of supply or to the markets to which it sold. 


The original backward drive for timber and sawmilling capacity was in reaction 
to the creation of a competing sales agency. Its forward integration into 
corrugated container manufacture was to ensure markets for linerboard when 
faced with a market narrowed by the forward integration of other linerboard 
manufacturers. Its holdings in European paper manufacturers guarantee markets 


for Les pulp: 


This drive for secure inputs and secure markets for its outputs, while 
strong, seems not to have been as strong as that of its British Columbia 
competitors. Essentially a firm has two investment alternatives; it can 
expand only when it has guaranteed inputs and a secure market for its output, 
or it can expand without these guarantees. MacMillan Bloedel, relative to 
other British Columbia firms, relied more on the second alternative. It will 
be recalled that both Bloedel, Stewart and Welch and the Powell River Co. 
had excesses of timber to converting needs, while prior to both mergers 
MacMillan was in a deficit position. MacMillan and Bloedel beat the Powell 
River Co. into linerboard production even though Powell River already had a 
captive market for its output. MacMillan and Bloedel also went into newsprint 
production without a developed sales system. And, most recently, the Pine 
Hill investment was made without captive corrugating facilities. J.V. Clyne 
verbalized this strategy: 


Any Company increasing tts capacity or creating new capacity must 
therefore be prepared to face vigorous competitton tn the tmmediate 
future. The increased capactty may well result in lower prtces which 
we will have to face, but the larger volumes of productton tin the 
case of our Company would compensate for any loss of profit due to 
a dtminutton tn the future price 


Success in this confrontation with "vigorous competition" required that the 
firm possess some competitive advantage. That advantage derived from its 
holdings of prime timber and its insistence on locating manufacturing facilities 
at low-cost sites. 


The policy of acquiring low-cost, high quality inputs is clear. 


The poltey of purchasing timber and forest land was pursued on a 
remarkably conststent basis by each of the founding companies, even 
through the depresston years when shareholders received no dividends 
and many owners permitted their properttes to revert to the Crown 
because they were unwilling or unable to pay rentals and taxes. 
Securing a baste supply of timber of the required type, in a 

desired Location and at reasonably predictable costs, provided the 
foundation for the progressive development of a fully integrated 
complex capable of utiltzing to a very high degree all of the 
species and grades on these tenures, 80 


As will be argued shortly the firm was extremely successful in this 
endeavour. 31 
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H.R. MacMillan early recognized that forest products were essentially 
low value/weight products, and therefore success in the sector required low cost 
transportation facilities. 


All roads will lead to salt water. The coastwise systems of 
protected waterways will make all logs accessible to all coastwtise 
converston plants. The cost of moving logs on salt water may 
posstbly decrease. The baste value of logs for this large regton 
will continue to be the short distance from the stump to the 
hundreds of miles of protected salt water highways.....The quality 
of the logs will approach a mediocre level. All small trees will 
be taken the same as in Eastern Canada. The stumpage value of 
the forest will depend less on quality and more upon the cost of 
taking the log from the stump to the competittve strategically- 
Located conversion plants.....There ts the further advantage 

that the log product of any logging operation may be sorted and 
deltvered to those conversion units that can use the logs to 
ereate the highest possible values. Thts can be done even tf the 
conversion untts are at widely separated points on salt water as 
at present.....There are great advantages tn locating converston 
plants in a town or city. The ctty presents great advantage for 
the sale of fuel and by-products. Some mills buy power, others 
sell power, whitch is only posstble near centres of populatton. 
Plants are more cheaply maintained tf near the engineering and 
skilled services of larger centres. The high-class workmen, 
without whom no modern plant can be competttively operated, are 
unwilling to live in communtties lacking the educational 
factlittes and other amenities of town or city life. 4 


Certainly Port Alberni, Powell River and Harmac conform to these criteria. 


Parenthetically, that the firm did not share in the expansion of the 
Interior forest industries in the 1960's might well be traced to this policy 
of tide-water location. One might speculate that if H.R. MacMillan had still 
been in control the change in transportation economics would have been 
recognized and the firm would have invested, as did its competitors, in this 
area. This remains only conjecture. 


Finally, the firm also clearly recognized the benefits of holding power 
in those markets wherein it participates. As will be discussed in detail in 
Chapter II, the firm has been very successful in acquiring an oligopolistic 
position in a number of domestic and international markets. 


In summary, MacMillan Bloedel has practised a strategy of pervasive 
vertical integration and integral to this strategy are the holding of prime 
timber reserves, and the construction or acquisition of tide-water manufacturing 
complexes. This has resulted, by design or by convenient coincidence, ina 
strong position in a number of markets. 
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This brief history also gives some insight into the style of executive 
leadership which has characterized the firm. Ina word, that leadershipshas 
been autocratic. H.R. MacMillan guided the firm until. the late 19505s 2 from 
that period (see Table I,.8) only one figure consistently held power--J.V. Clyne. 


Upon Clyne's retirement from the chairmanship of the board and Chiet 
Fxecutive Officer (CEO) position in 1972, the firm adopted organizational 
policies which separated the responsibilities of the chairman of the board and 
those of the CEO. In his words, 


Under the organizational polietes adopted by our company the chatrman 
is required to keep the directors fully informed, in order to enable 
them to dtscharge thetr duties properly and in the best interests of 
the shareholders. As a leader of the board, he has the duty on behalf 
of the board to see that management carries out the policy directions 
of the board and maintains the highest standards of performance. The 
chairman is the watchdog for the shareholders and is likewise the 
spokesman for the board and for the company in all tts public attitudes . 


That Clyne himself could not have lived under the arrangement was implied 
by Robert Bonner the following year in his statement of resignation from the 
chairmanship. 


A year ago in February my predecessor, Jack Clyne made public the 
company's new corporate philosophy of leadershtp whtch had then 

been tn effect stnee April, 1972, by whitch day-to-day corporate 
leadership and poltey-making became a split but co-operative functton 
between prestdent and chatrman, wtth the board taking an enlarged 
responstbiltty in keeping wtth the growing legal ltabilitties placed 
upon directors. The key ingredient of that new arrangement was, 
however, the divided leadershtp of the company. 


Now the press records that Jack Clyne said of thts new arrangement 
that tt would have been difficult tf not impossible, for him to 
operate under the new phtlosophy. While I haven't questtoned him 
elosely on that comment, I am sure he had in mind the difficulttes 
of exeretsing a shared command, which sooner or later must ratse 
in the mind of anyone involved the question of whether he ts fully, 
effectively and satisfactorily RE GES: having regard perhaps to 
alternatives whitch mtght beckon . 


D. Timmis, president and CEO from 1973 through early 1976, and G. Currie, 
chairman from 1974 through early 1976, also found it difficult to live up to 
the organizational policy. J.E. Richardson, acting president from March to 
July 1976, explained the dismissal of the two men in this way, 


Apart from the transportation losses, the board felt a progressive 


eroston of confidence in tts two top executives. They did not 
always communicate fully with other directors in several areas of 


a Oe = 


corporate affairs and it was a combinatton of these circumstances 

whteh culminated in the board's dectston [to fire them] of March 26 42 

In July of 1976 C. Calvert Knudsen was appointed president and CEO. He has 
been described as "more of a leader than autocratic", 36 "intellectually mature 
and always able to see another person's argument", 37 and, at times, "impatient", 38 
Whether Knudsen becomes the first chief executive of the firm to successfully 


implement a policy of shared authority remains to be seen. However, the past 
does not augur well. 


MACMILLAN BLOEDEL'S CURRENT POSITION 


Within the context of the Canadian forest sector MacMillan Bloedel, Ltd. 
is the largest enterprise. It is both trans-national and multi-national. Its 
Canadian manufacturing units literally span the country from coast to coast 
with facilities in Port Alberni on Vancouver Island, Calgary, Regina, Winnipeg, 
Thunder Bay, and St. John, New Brunswick. It has sales offices or distribution 
centres in every province except Newfoundland and Prince Edward Island. 


Internationally the firm controls or has interests in production or 
distribution operations in the United States, the United Kingdom, Australia, 
Hong Kong, Japan, Singapore, Malaysia, Thailand, France, Belgium, Holland, 
Spain, Sweden, the Netherlands, Antilles, and Brazil. 


MacMillan Bloedel Limited qualifies both nationally and internationally 
as a large corporation by nearly any criteria one might wish to apply. 


According to Fortune's 1975 listing of the "300 Largest Industrial 
Corporations Outside the U.S.",39 MacMillan Bloedel ranked 138th according to 
1974 sales. 


Within Canada, MacMillan Bloedel held, in terms of revenues, the 
fourteenth rung of the Financial Post's 1975 listing of the top one hundred 
Canadian manufacturing, resource and utility companies (see Table 1.9). 


Among the world's pulp and paper producers, MacMillan Bloedel is ranked, 
in terms of assets or employees, as the twelfth largest company and in terms 
of paper and paper board production as the thirteenth largest (see Table E210). 


Within the context of British Columbia, the firm ranks as the second 
largest public company in terms of assets (the largest being B.C. Telephone) 
and the largest in terms of gross revenue (see Table Le EE aR Gy i elel 
provincial forestry sector, MacMillan Bloedel is unambiguously the titan. 

In terms of assets it is more than three times larger than its closest 
competitor, and in terms of gross revenues it is more than four and one-half 
times larger. Its assets are greater than the combined assets of the next 


seven largest firms (see Table 1.12). 


The firm participates in a myriad of markets, the number constrained 
only by the numerator's fervour in delineating separate theoretical markets 
where these are defined as collections of sellers offering to a common group 
of buyers products perceived by those buyers to be close substitutes. 
Obviously the firm participates as a buyer in thousands of markets and when 
grade, size, and locale are considered, acts as a seller in probably just as 
many others. However, we will consider only seven of these, chosen according 
to the criteria that the market is important to MacMillan Bloedel (i.e., it 
represents a significant source of revenue or costs) or that MacMillan Bloedel 
is important to the market (i.e., it is a relatively significant buyer or 
seller). Naturally, in some instances both criteria will be fulfilled. The 
product markets chosen for investigation are timber, lumber, plywood, market 
pulp, newsprint, fine paper and linerboard/packaging. 


Additionally, the scope of this study is constrained geographically in 
that we centre our attention on the firm's role as a producer on the West Coast 
of British Columbia. Investments elsewhere are certainly not negligible, 
especially in the Rothesay Mill (New Brunswick), and the Pine Hill operation 
(Alabama). However, limits on time and resources necessitate some limitation 
and the firm's considerable impact on the British Columbia Coast makes this 
area the logical focus of our study. 
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Table 1.5 


CONSTRUCTION AND ACQUISITION OF PRODUCTION 
FACILITIES WITHIN CANADA, 
MacMillan Bloedel, 1960-1976 


Year of Construction (C) 
or Acquisition (A) 


BUILDING MATERIALS 


Lumber 
Wood Room #3 (Harmac (C) 1963 
Powell River Wood Room (C) 1966 
Queensborough Mill (C) 1974 
Wood Room #4 (Harmac) (C) 1976 
Plywood 
Nipigon, Ontario (A) 1973 
Aspenite 
Hudson Bay, Saskatchewan (A) 1965 
Thunder Bay, Ontario (OC) 1975 
Panelboard 
Vancouver, British Columbia (C) 1965 
Mouldings 
Toronto, Ontario (A) 1966 
Toronto, Ontario (A) 1970 


Pole Manufacturing 


New Westminster, British Columbia (C) 1962 
PULP AND PAPER 


Linerboard 
Burnaby, British Columbia (A) 1960 


Newsprint 
Rothesay, New Brunswick (A) 1969 


PACKAGING 


Folding Cartons 
Vancouver, British Columbia (A) 1960 


Source: MacMillan Bloedel 
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Table 1.6 


PRINCIPAL FOREIGN OPERATIONS-MacMillan Bloedel, 1975 


SS a ee ee ae ee 


Per Cent 
AREA FIRM CONTROL ACTIVELY. COMMENT 
Europe 
Wickes MacMillan Bloedel Containers 100 Corrugated Container manufacture Resulted from acquisition of 
(S plants sim wiaks.) Hygrade and Cooks 
Holland Koninklijke Nederlandsche 44.5 Fine paper mills in Holland and 
Papierfabriek (KNP) Belgium 
France La Cellulose d'Aquitane 40.0 Three pulp mills in France, one 
in Belgium 
Spain Celupal STO Fine paper manufacture KNP also holds 37.5% 
P ifi Ri O 
acific Rim He 
Hong Kong MacMillan Jardine SLO Markets full range of Products Operates throughout the Far East j 
Malaysia Mentiga Forest Products 30.0 Logging and Plywood 
Indonesia P.T. Sangkulirang 2G) Logging Held through MacMillan Jardine 
Australia MacMillan Bloedel Pty. 100 Marketing of Pulp and Paper Interests in real estate 
development 
S. America 
Brazil Embrasca-Empreendimentos SLO Afforestation, eventually 
Florestais e Agricolas integrated complex 
N. America 
United States MacMillan Bloedel INQYElS F 100 Integrated linerboard, lumber 
Pine Hill, Alabama and plywood mill 
MacMillan Bloedel Containers 100 Corrugated container manufacture Production facilities in 9 states 


* 
Excludes subsidiaries involved in marketing only. 


Source: MacMillan Bloedel Annual Reports, 1973, 1975. 


Table I.7 


PRODUCTION BY COMMODITY 
MacMillan Bloedel 
1959 and 1973 


Per Cent 

oo ae eee 
Lumber (MM fbm) 562.6 126 <2 +129 
Plywood (MM sq.ft.) 271.8 52150) “592 
Newsprint (M tons) 608.5 to296q2 +113 
Pulp (M tons) 30734 454.9 + 48 

Kraft paper and 

Linerboard (M tons) rane A524 +536 
Fine Paper (M tons) 2.0% 31.6 +1,480 


Corrugated Containers 
(MM sq. ft., 3/8" 631.9 Fo99 st ek, aS 


*Refers to 1960, start-up of Island Paper Mills 


Source: MacMillan Bloedel, Annual Report, 1964 and 1975 
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Table 1.8 


SENIOR EXECUTIVES 1956-1976 


President Chairman of Chief Executive 
_the Board Officer 
1956 H. Berryman B.Hoffmeister - 
1957 R.Shaw B. Hoffmeister ~ 
1958 R.Shaw J.V.Clyne - 
1959+ R.Shaw J.V.Clyne - 
19597 M.Foley J.V.Clyne ~ 
1960 M.Foley J.V.Clyne J.V.Clyne 
1961 E.Shorter J.V.Clyne J.V.Clyne 
1962 E.Shorter J.V.Clyne J.V.Clyne 
1963 C.Specht J.V.Clyne J.V.Clyne 
1964 C.Specht J.V.Clyne J .VeGlyue 
1965 C.Specht J.V.Clyne J.V.Clyne 
1966 C.Specht J.V.Clyne J.V.Clyne 
1967 ' C.Specht J.V.Clyne J.V.Clyne 
1968 - J.V.Clyne J.V.Clyne 
1969 - J.V.Clyne J.V.Clyne 
1970 - J.V.Clyne J.V.Clyne 
1971 - J.V.Clyne J.V.Clyne 
AOFZ R. Bonner J.V.Clyne R. Bonner 
1973 D.Timmis R.Bonner D.Timmis 
1974 D.Timmis G.Currie D.Timmis 
1975 D.Timmis G.Currie D.Timmis 
1976 C.Knudsen J.Richardson C.Knudsen 


a 
Pre-merger with the Powell River Co. 


Z 
Post-merger with the Powell River Co. 


Source: MacMillan and Bloedel, then MacMillan Bloedel and Ppwell 
River, then MacMillan Bloedel, Annual Report, 1950-1976 
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International Paper (U.S.) 
Bowater (U.K.) 

Champion International (U.S.) 
Weyerhauser (U.S.) 
Georgia-Pacific (U.S.) 

Reed International (U.K.) 
Crown Zellerbach (U.S,) 

mead ({UsS.) 

st. Regis Paper (U.sS.) 

Boise Cascade (U.S.) 
Kimberly-Clark (U.S.) 
MacMillan Bloedel (Canada) 
ScoEe Paper (U.S.) 

Container Corp. of America (U.S.) 
Union Camp (U.S.) 

Domtar (Canada) 

Westvaco (U.S.) 

Stors Kopparbarg (Sweden) 
Consolidated Bathurst (Canada) 
Beghin-Say (France) 


Malle we LO 


WORLD'S 20 LARGEST PULP AND PAPER COMPANIES 


1974 PRODUCTION 


1974 1974 *% OF SALES (M Tons) 
SALES EARNINGS FROM PULP, r PAPER & 
($000) ($000) PAPER, CONVERTING PULP BOARD 
ne SE ee 
3,042 ,200 282,600 83% 1,000 5,993 
Bide 273 52,605 36% 520 1,700 
25532 .269 100,836 42% 991 be Brg 
2,029 -013 216,197 507 Le1O7 2,069 
254325950 164,350 38% Pay Pe475 
LxZOSe ee IO5n 210 ere 195 te rok 
1,768,190 12K 781 78% 102 2,294 
1 SVAG O22 88 ,969 78% 519 67/0 
1,503,425 105,020 87% 1915 2,204 
15453,550 104,970 Lag 63 eee 
1,439,400 95,300 92% 754 987 
1,396,330 72,299 Sia! 434 too 
1,109,517 69,435 86% 1,447 el 
964 ,690 TES) USyS! 47% 882 oul 
910,308 92,496 94% 1,598 71672 
897 ,682 82,479 70% 230 i033 
858,465 63,245 94% 100 1,500 
811,290 75,960 S77 Spit 590 
693,419 C220 81% 23 Sia 
687 ,526 2,250 40% 410 


EMPLOYEES 


52,700 
38,000 
50,100 
48,983 
34,275 
83,000 
31,850 
27,000 
30,000 
oi ba Sa 
34,463 
23,800 
20,400 
21,583 
14,810 
18,450 
16,280 
14,990 
19,900 
10,400 


a a a ee ee ee eee 


Source: Pulp and Paner International, September, 1975, page 99, 
eee eat toneL : 
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LARGEST 20 B.C. PUBLIC COMPANIES 


Ua, 

| 

Rank by 

Assets Asset Revenue 

bac eae eee a MO g M_ot 

1.C. Telephone i 1 262,700 360,687 
acMillan Bloedel 2 LS 7.9038 LA aeeo 
ominco 3 869 ,511 The ealhess' 
‘estcoast Transmission 4 6515.09 416,677 
acific Petroleums 5 639,940 301,490 
fank of B.C. 6 625,006 SoyoLo 
,aurentide Finance 7 428,988 72,607 
bbey Glen 8 388 ,539 1072065 
f.C. Forest Products 9 366,791 213,426 
first City Financial 10 302,455 Bus LZ 
irown Zellerbach 11 290,149 303,921 
faiser Resources 12 261,869 265,434 
‘lacer Development ie 253,420 116,107 
Joodward Stores 14 Zoos 600 ,669 
aon Development 15 209,963 102,959 
leldwood 16 197,521 263,804 
celly Douglas Ly 173,478 813,911 
tanadian Cellulose 18 157,772 P57 3247 
slock Bros. 19 146,767 89 ,634 
‘inning Tractor & Equipment 20 146,641 7 Se One 


Net Income 
M of 


34,882 
(18,943) 
73,621 
33,019 
57 267 
2,824 
5,516 
9,316 
15,888 
1,924 
138270 
64,006 
9,768 
11,781 
6,694 
5,209 
7027 
15,286 
S712 
7,942 


La a kolo 


Source: 


Vancouver Sun, Wed., June 23, 1976, page 41. 
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NOTES TO CHAPTER 1 


1. As used by Low in R.E. Low, Modern Economic Organization, 


Homewood, Illinois, idheen Di wins eine eho 0. 


2. This definition borrows heavily from Carl Kaysen, Donald 
hirer, Antitrust Policy, Cambridge, Massachussetts, Harvard 
University Press, 1959. 


3. David Hamilton, Evolutionary Fconomics. Albuquerque, New 
Mexico, University of New Mexico Press, 1970%, pp. A747 5% 


4. F.L.C. Reed and Associates, The B. ibe BiG. Pores t indie try ye lite 


Direct and Indirect Impact on n the Ec Economy , , Vancouver, OWES I. 


wet tdesacalciulated from Table 7. 


Gn Bee Pulp and Paper Association, Submission to the 


Royal Commission on Corporate Concentration, Ne November , LOT 5S: 
page 10. 


7. This historical section borrows liberally from J.V.Clyne, 
What's Past is Prologue, Tlie llistory of MacMillan, bloedels 


and Powell River Limited, an address “delivered to the Reecaman 
Society on Oct. 29, 1964; and from, MacMillan Bloedel 
Corporate Seah eaudane, Nearaaeaee History,'' mimeo, undated. 


8. Task Force on Crown Timber Disposal, Crown Charges for Early 
Leouermniehts., Victoria, ulO/49p.. so: 


Upenliba de. <p il 1, 


LGeeciyie,, op. cit... p. 12: 
jie Glyne,vop. cit., pe 14, 


12, Peter C. Newman, The Canadian Establishment, Vol. 1, Toronto, 


MeGlelland and Stewart, 19/5, p.) 237, 


isa clyne,sop.cit.., p. 14, 
14.) Newman, op.cit, pp.i237>238. 


15. A more thorough description of the firm's integration into timber 
holding is provided in the description of the logging industry 
in Chapter II of this study. 
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Western Pulp and Paper, 1948, p. 84, as quoted in Roger Hayter, 


"An Examination of Growth Patterns and Lacational Behaviour of 
Multi-Plant Forest Product Corporations in British Columbia," 
unpublished doctoral dissertation, Univ. of Washington, 1973, 


Diwioa. 


Clyne, Ops Cit., Pp. Le, 
Hayter, Op. scl eas pp. Locos, 
See Chapter II for a discussion of this issue, 


See Chapter II for a discussion of the newsprint 
market. Also see H.C. Fastman and S$. Stykolt, The Tariff and 


Competition in Canada, Toronto, MacMillan Co., 1967 ppd 25522775 
for a review of the Canadian newsprint industry in 1958. 


Restrictive Trade Practices Commission (RTPC), Report Concerning 
the Manufacture, Distribution and Sale of Paperbo urd Shipping 


Containers and Related Products ,Ottawa, Queen's Printer, 1962, 


p. 627, 


LG sac Diie O 50s This merger is alisoe diecussed iv Ghapter us 


That dominance was clearly demonstrated in November of 1964 
(see Chapter II). 


J sum badm,. Industrial Organization, second edition, New York, 
Wiley, 2968, ‘p.. 213. 


J. Lyon, “Jack Clyne: The Great Survivor ater. Vancouver Sun, 
Wed), april 255 1976, pe ote. 


Newman, op. cit., pp. 249-250. 


MacMillan Bloedel, Annual Report, 1974, p. 12. 


J. Lyon, "MB Picks President," Vanicouverisin, Sat, oJuly vol, 7o8 


Decld, 


J.V. Clyne, Presidential Address, MacMillan Bieedel, Annual General 


Meeting, 19647. 4p. 7, as <quoted in Hayter Vopecii., si 166-167, 


MacMillan Blocdel, Brief Submitted to che Royal | Commission on 
Forest Resources, Prince Rupert, September, HB Wea eed. ORS 


See Chapter II of this study. 


H.R. MacMillan, Brief _thesented by Uh MacMillan, before the 
Royal Commission _on 1 Forestry, August, 1944, Pps: 35-384 “Hayter, 
Op clts p. 159, comes to the same Pong imcion 


= "34 %= 


33. J.V. Clyne, Address to Shareholders by the Honourable J.V.Clyne, 
Annual General Meeting, April 19, BC WSS anyon Ube ey 


34. R.W. Bonner, Address to Shareholders by ck We Bonner, 0... 


35. "Lack of Confidence, Communication Caused Yiring of Top Executives," 
Vancouver Sun, Wed., April 28, 1976, p. 41 


30.80. Lyon, “MB Picks President," Opell ep emous 


37. H. Southam, "Forest 'Cadillac' Overhauled," Vancouver Sun, 
Sula eebiuary 23, 1977, p. 36; 


365— ibid. 


39. "300 Largest Industrial Corporations Outside the U.S.," 
rOriune, August, 1975, pp, 155-161, 
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- forestall entry and thus competition in the industry? Our investigation 
indicates that the answer to both questions is "no". 


By its very nature, logging is site specific. The size of plant or 
"establishment" is dictated by topography and forest cover. Consequently 
no precise or universal estimate of minimum optimal scale (MOS)° exists. 
Very rough estimates have placed MOS of Interior logging operations at between 
30 and 35 thousand cunits per annum.© Knowledgeable sources put MOS of a 
Coastal logging operation at roughly 100 thousand cunits annually with 
diseconomies being encountered at about 200 thousand cunits. This estimate 
applies to a self-contained operation, handling the logs from stump-to-dump. 
The ‘lumpy' inputs to such an operation would be the camp itself, sorting 
grounds, towers and loaders. Proximity to population centres, the existence 
of transportation facilities, and the characteristics of the forest itself 
could all lead to significant revisions of this estimate of MOS. 


The diseconomies that are encountered at the 200 thousand cunit level of 
output are associated with the logistical problems of organizing large numbers 
of men and machines into crews and dispatching these crews to the day's work 
site. Evidently the problem is exacerbated by the union seniority system 
which restricts management's flexibility in assigning individuals to various 
tasks. Also those managing logging operations have witnessed a rapid increase 
in their responsibilities with the enforcement of provincial logging regulations. 
In the past these people had the job of getting the trees out of the woods, 
while presently they are called upon to ensure that the firm fulfills its 
resource management obligations at the harvest stage. This increase in 
responsibilities has necessarily reduced the size of the operation which they 
can effectively manage. 


It is exceedingly difficult to determine how many individual logging 
operations the firm maintains at any given time. Some operations are isolated 
and run year round and are easily defined as a single plant. In other areas, 
however, operations share some facilities but not all. Inclement weather 
dictates that some areas be harvested only in the summer while fire hazard 
restricts other areas to winter 'shows'. With these complications in mind we 
estimate that the firm maintains roughly 34 separate logging operations, 

14 of which are subcontracted out to independent loggers. / Statistics 

Canada data show that in 1973 there were 648 logging 'establishments' operating 
in the Coastal region,® although industry sources believe this to be an over- 
estimate. The point of this is that, in spite of both the roughness of our 
estimates of MOS and the heterogeneity of logging conditions, we can conclude 
that scale economies at the level of timber harvesting do not justify the 
extent of MacMillan Bloedel's holdings of timber rights, or for that matter, 
those of any of the integrated forest product firms. 


An alternative explanation of the firm's propensity for secure cutting 
rights would be a corporate strategy of forestalling or constraining competition 
at later stages of production through the control of the primary input. To test 
this hypothesis, we must make a cursory review of the firm's development from 
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lumber exporter to tenure holder, that is, its drive for backward integration. 


Now economies of vertical integration in general, and backward integration 
in particular, are manifold. Firstly, economies may exist due to technological 
complementarity. Steel production provides an example of such complementarity 
insofar as the combining of pig iron production, the conversion of iron into 
steel, and the shaping of the steel into semi-finished shapes in one plant 
results in considerable fuel savings as the iron and steel need not be cooled 
and reheated as it moves from one stage of production to another. 


Secondly, there may be economies of scale associated with the co-ordination 
of output at different steps of production. Internalizing decisions on total 
output and hence output at intermediate stages can obviate the need for 


inventories. 


Thirdly, the internalizing of transactions can reduce or eliminate the 
costs associated with purchase-sale transactions carried out in an external 
market. Charges incurred in the search for a supplier, negotiations, writing 
of contracts, and occasionally in the enforcing of a contract through litigation 
are all reduced or avoided when the transaction is between divisions in a 
single firm. 


Fourthly, there is the general class of pecuniary economies which the 
firm will enjoy if, through integration, it can avoid the payment of super- 
normal rates of profit to its suppliers. Such a situation is more likely, 
the more concentrated are the sellers of the input. In resource based 
industries the drive to obtain these pecuniary economies can be extremely 
strong--and they will be stronger, according to Caves;10 | 


a) the fewer in number are both buyers and sellers, 


b) the more heavily dependent upon long-term price is the PYOPULADtLILY 
of investment of both buyer and seller, 


ec) the larger are these investments in absolute terms, and 


d) the fewer are the substitutes for, and the alternative uses Ors 
the resource. 


Succinctly, the more important the resource is to the production process and 
the more tightly the output of the resource is controlled by others, the more 
desirable the resource using firm will find backward integration. If raw 
material production is carried out by a competitive industry there is 
generally little need for backward integration, 


Finally, backward integration can be used to foreclose entry to later 
stages of the productive process. A vertically integrated firm can use its 
presence in all stages of production and its dominance of one or several to 
exert price squeezes upon its potential competitors. 
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Our investigation indicates that while MacMillan Bloedel might experience 
some savings in the synchronization of output between logging operations and 
wood fibre use, its backward integration into the holding of large amounts of 
timber cutting rights was predicated upon the desire to reap pecuniary economies, 
or, more accurately, to avoid pecuniary diseconomies. Its backward integration 
was primarily a defensive move in the face of potential control ofvits input 
by other firms. 


The MacMillan Export Company (one of the predecessors of MacMillan Bloedel) 
started as a lumber trading company but was forced to integrate into both 
logging and sawmilling when its supply of lumber was threatened by the creation 
of Seaboard Sales Ltd., a rival sales organization which represented mills 
previously supplying MacMillan,1+ That MacMillan's strategy in integrating 
backwards was essentially to gain secure supplies of lumber and timber was 
brought out in the hearings of the Royal Commission on Forestry (the first Sloan 
Commission, 1944). 


The Commtsstoner: Haven't you now succeeded, through Mr. Wellburn, 
and through this witness Mr. MacMillan, in proving they” bought 

the mill** for the primary purpose of getting the optioned limtts-- 
the mtll was of no interest to them--the timber which they acqutred 
in the two small lots was of little interest to them nor the felled 
and bueked timber which is still lying in the woods? What they 
wanted was the 285,000,000 option from the E. & N. Railway, and 
got tt, and they closed the mill, and they are taking the logs to 
the White Pine mill tn Vancouver. Now, it may be that these 

small mills should, or should not be, permitted to continue. It 
may be the better policy to have the large mill. That ts a matter 
for future discusston--a problem that we have to struggle with. 


Much the same scenario holds for the other two founding firms, Powell River and 
Bloedel, Stewart and Welch. 


At the time of the first Sloan Commission, MacMillan Export had acquired 
significant amounts of cutting rights. However, the firm still relied on the 
open market for nearly 30 per cent of its requirements, and therefore had a 
vested interest in keeping that market open. In the words of MacMillan: 


Competitton should be matntatned throughout the Coast dtstrict 
amongst those who can pay the htghest prices for raw material. 
The result of such a poltey will be to encourage the best use of 
all the forest crop and the greatest return from growing timber. 
oeeeeas competition becomes more severe converston untts must be 
moderntzed and matntatned to htgher degrees of effictency. Oumers 
are more willing to follow thts poltcy when confident that on equal 
terms (emphasts added), by buying cutting rights or buytng Logs 
they have access to the product from the whole Coast forest. 
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* MacMillan Export 
* shamtgan Lake Lumber Company 
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Sustained yield was a major issue confronting this Commission (as will 
be discussed in Chapter III). Commissioner Sloan was attracted to the idea of 
giving Forest Management Licences (subsequently TFL's) to the large forest 
companies in return for their assumption of resource management responsibilities 
in the vast areas contained within those tenures. MacMillan was not so 
enthusiastic--"I am not throwing cold water on it but I don't find it possible 
to say, 'Yes, it is going to be a splendid undertaking for private venture and 
everybody will go into it'."15 when questioned as to the desirability of the 
Crown's relinquishing the provincial forests to private industry, MacMillan 
replied: 


I would suggest in the first place it would be tmposstble to get 
all the land capable of growing forest into the hands of the 
private compantes; and secondly, tf you were entering tnto an 
arrangement whereby the conditions were such that there was a rush 
of prtvate compantes to take up all the land, then tt would occur 
to me that there was something wrong with the arrangements and 
that the Crown should retatn some land for tts own purposes. 


The "arrangements" that the government opted for were of course the 
TFL's, and by 1947 the "rush" had begun with the granting of TFL Number l. 
MacMillan Export and subsequently MacMillan Bloedel saw the granting of 
19 TFL's in the next eight years, and the concomitant erosion of access 
to the raw materials on "equal terms". The firm consequently applied for, and 
was granted in early 1955, TFL's 20 and 21. Or in MacMillan's words: 


I will tell you what we did. We butlt a forty million dollar pulp 
mill without any F.M.L. (subsequently T.F.L.) then when we saw 
these appltcations covering the country we thought the first thing 
we know everybody else is gotng to have F.M.L.'s and we would have 
nothing. So we applted for an F.M.L. in whtch there would be 

82 thousand acres of Croun forest and 64 thousand acres which 
tnelude all the ltcences and leases that we oum trtbutary to 

the Stratt of Georgta ineluding what you mentton, the Lillooet, 
then we stated tf you don't give any--we think you shouldn't 

give any F.M.L.'s. That ts all in here. But if you proceed to 
give F.M.L.'s, that ts to the Government and to the publte ey 

you proceed to give them, we don't want to be the only firm without 
tt. But we will very gladly withdraw our application, it ts a 
statement here in very clear language that we will withdraw our 
appltcatton and recommend that nobody get any F.M.L.'s in that 

area for the reason tt ts over-populated and over-cut.! 


The second Sloan Commission reviewed the forestry sector in 1955. 
MacMillan Bloedel went into those hearings with a strong timber position, 
relying on external sources for less than 20 per cent of their timber require- 
ments. By that time the TFL policy was a fatt accompli, and the firm had 
benefitted from it through the addition of 338 thousand acres of hitherto 


unencumbered Crown Land to their holdings (424 thousand acres) to form 
TFL's 20 and 21.18 
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At issue during these hearings was the continuation of Tree Farm licensing 
and the carving up of the PSYU's. The firm opposed the granting of additional 
TFL's in the Vancouver Forest District (the district where its own holdings 
are most extensive) but allowed that additional licences elsewhere: 


in some instances can be granted to the advantage of the public 
to justify expanston of extsting mills, particularly in the 
direction of more complete use of all wood to htgher values. 
Such lteence should be allowed only where the result is not to 
shorten the life of now existing market loggers and mills by 
allocating to selected Licensees the exclusive use of areas of 
Croum Forest upon which numerous loggers and sawmills are 
dependent now for a ltving.! 


With regard to PSYU's, H.R. MacMillan has argued: 


A lot of effort has been spent and time taken up during the 
sittings of this Commtsston in an effort to persuade you, 
Mr. Commissioner, to a conelusion that Public Timber should be 
parcelled out to the selected few, selected on one basis or 
another, but all with the sole objective that the few should 
survive and the many struggle in their existence until they 
ean struggle no more and cease to trouble. To thts we are 
unalterably opposed.....the Public Forests are publie property 
and one ettizen has just as much rtght as another to bring it 
into productivity and make money dotng so if he ean. The 
prinetple ts as old as the French Revolutton--there is nothing 
novel about it--there ts no God-given right in any man to say 
who shall and who shall not enjoy the benefits of Publie 
property. Our mines are not parcelled out in that fashton-- 
anybody can buy a free miner's certificate and go hunting for 
matertals tf he wants to. Our ftsh are not managed on any such 
princtple. Any man can get himself a fishing ltcence and go 
and catch fish where he can cateh them. Why should there be 
some closed circle applied to the Public Forests in a District 
where the demand for wood ts already greater than the supply? 
It does not make sense and no argument will make tt senstble. 


Today, the parcelling up of the PSYU's is a fatt accomplt. The independent 
loggers, whose demise H.R. MacMillan decried, argued before the Pearse 
Commission in November, 1975: 


There ts a sertous imbalance tn access to resource. Hight 
companies control 90 per cent of the present log supply. They 
hold all the Tree Farm Licences and 45 per cent of the quota in 
Publie Sustained Yteld Units, whtch ortginally were set up as a 
source of supply to sustain the independent operators. This 
imbalance ts compounded by the deplorable state of management in 
these units@1 .....there ts an oligopoly, which ts a dangerous 
position for both business and Government in today's world . 
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As with the TFL's MacMillan Bloedel has changed its attitude toward control 
of quota in the PSYU's. In their submissions to the Pearse Commission, they 
argue for the transferability of quota and for increased security of quota 


holdings 


This then is our explanation of MacMillan Bloedel's pervasive drive 
for control of its own inputs. H.R. MacMillan learned early to avoid 
insecure sources of raw material supply and consciously sought to provide the 
firm's mills with a proportion of timber from its own holdings. This proportion 
increased as accessibility to the forest narrowed. Each time the Province 
sought to change the rules, MacMillan Bloedel, admittedly from a strong timber 
position, argued against changes which would encumber more Crown lands. When 
the rules did change, the firm, in the words of J.V. Clyne, "sought to 
accommodate itself to the new rules".23 


The current timber position of the firm, as shown in Table II1.6 is 
unquestionably the strongest on the Coast. The cost of that accommodation by 
MacMillan Bloedel and the other integrated forest products firms, unintended 
as it may have been, was the survival of the small, independent logger. 


CONDUCT 


In the area of market conduct, we are primarily concerned with the "price 
policy" of firms in each market under study. Specifically, we are interested 
in the degree of interdependence manifested in the firms' determination of 
price when acting as either buyers or sellers. With regard to the purchase 
of inputs, we are thus interested in the behaviour of the firms as buyers of 
wood fibre under different forms of tenure. 


The market for Crown Grants and OTT's can be dealt with summarily. The 
market does not exist. These forms of tenure are no longer granted by the 
Crown and only very rarely are they exchanged among the forest companies. 
MacMillan Bloedel's last significant acquisition of Crown Grants came with 
the purchase of Esquimalt and Nanaimo Railroad properties in 1964. 


One can, however, speak of pricing policy in the purchase of timber 
originating either in "Schedule B" lands or in the PSYU's. This "market" is 
complex, involving as it does attempts by the Crown to capture all economic 
rent accruing to the timber resource. Succinctly, the stated objective of 
the pricing system "is to appropriate for the Crown the full net value of 
public timber after due allowances for necessary costs of operations and 
profit tor the operators", 7 To this end, the Forest Service attempts to 
determine the value of harvested timber, subtracts from it operating costs 
(including a normal return to the logger), and appropriates the residual 
called "the appraised upset price". 


The crucial datum in this calculation is the "value of harvested timber". 


In a competitive log market, value would of course be synonymous with price-- 
such a market however does not exist on the coast of British Columbia. For 
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its determination of timber value, the Forest Service relies upon prices prevailing 
on the Vancouver log market. The participants in this market are the very 

same integrated firms which control harvesting rights. As argued earlier, these 
firms sought these secure harvesting rights in order to avoid dependence upon 
any log market. Consequently, only a small proportion of logs cut on ‘the 

coast enter the Vancouver log market and when the integrated firms do offer 

logs for sale it is due to either aberrations in the synchronization of their 
rate of harvest with their rate of processing, or to the cutting of types or 
species for which the harvesting firm has no conversion facilities. Moreover, 
transactions generally involve a strong degree of reciprocity--logs are sold 
only to firms capable of providing the seller with timber at some future time. 
These are not the characteristics of a competitive market. 


Thus the Crown depends upon the Vancouver log market to determine the 
value of harvested timber for its calculation of economic rent. The 'market' 
in turn is comprised of the very same firms from whom the rent is to be 
extracted. The Task Force on Crown Timber Disposal concluded, after a detailed 
study of the market, that "there are strong grounds for suspecting that the 
prices generally underestimate the value of timber transacted". 2 MacMillan 
Bloedel, in its submission to the Pearse Commission, strongly disagrees, 
stating that "if there is any bias in the log market it is a tendency for 
prices to rise above the true value of the logs". 7© 


We are not in a position to resolve this issue. On the one hand there 
is no evidence of explicit collusion on the part of the integrated firms to 
depress sawlog prices on the Vancouver market. On the other hand these 
firms have the incentive and, judging from the level of buyer and seller 
concentration, the ability to put downward pressure on fibre prices. Whether 
they do in fact exercise that ability is not clear. 


PERFORMANCE 


The performance dimensions with which we are primarily concerned are 
technical efficiency, allocative efficiency, progressiveness, and, when 
relevant, conservation.2/ 


Technical efficiency requires that the majority of output be produced by 
plants and firms which are neither inefficiently large nor inefficiently small. 
In technical terms it requires the exploitation of all scale economies 
available to both the plant and the firm. 


In the context of the timber industry, the "plant" is in essence the 
logging operation. As previously discussed, we have no definitive estimate 
of minimum optimal scale in logging, and as long as the forest remains 
heterogeneous there will be no definitive estimate. However, knowledgeable 
sources put the lower bound on minimum optimal scale for a self contained 
logging operation on the Coast at roughly 100 thousand cunits per annum. 
These same sources believe that serious diseconomies of scale are encountered 
when the operation exceeds 200 thousand cunit capacity. The bulk of 


= YP 


MacMillan Bloedel's own logging operations fall within the efficient range. 
Recently the firm has effected disaggregation of some of its largest units, 
especially those in the Albernis. Two of the remaining large operations, 
Kelsey Bay and the Queen Charlotte Islands with capacities of 270 and 

229 thousand cunits/annum respectively, are in the process of being 
disintegrated. The Chemainus operation with an annual capacity of 220 thousand 


cunits is under study. 


There are however a large number of smaller operators logging on the 
Coast, some of which work under contract for MacMillan Bloedel. Seemingly 
these small operators conform to what Bain has labelled the "inefficient 
fringe".28 These suboptimal units can continue to exist because efficiency 
is not the only factor influencing profitability. It has been suggested that 
these smaller firms enjoy more flexibility in their relations with their 
work force, that they can avoid training costs by hiring away from the larger 
firms, and that they are able to circumvent costly Forest Service regulations 
on logging practices. It has even been argued that the Forest Service has 
given preferential treatment to the small operators when enforcing these 
regulations. 


Allocative efficiency refers to the proximity of price to marginal 
cost when the firm acts as a seller, and the proximity of price to marginal 
resource cost when acting as a buyer. Persistent super-normal profits are 
taken to be evidence of allocative inefficiency. Timber, however, in the 
short run, is in fixed supply, and hence price is determined by demand. If 
demand is low relative to this fixed supply, as was true in British Columbia 
at the turn of the century, timber is nearly a free good. Today wood of 
course does have a positive value and the relevant question is who, the firms 
or the Crown, captures the rent associated with resource exploitation? Now 
if stumpage fees approximated the difference between market value of the 
timber and the cost of harvesting there would be little value attached to 
harvesting rights.29 In reality these rights command substantial prices 
when traded amongst private firms and thus we conclude that the Crown is not 
appropriating all the rent associated with the timber harvest. 


Leaving aside the question of progressiveness for the time being, we 
turn to the most important performance dimension of this timber market-- 
conservation. An extensive evaluation of MacMillan Bloedel's role as resource 
manager is provided in Chapter III , However, we should note here that 
concentration of private control of timber on the Coast is, in part, a result 
of the Crown's abdication of responsibility for forest Management. It should 
also be noted that conservation policies are more conscientiously applied in 
the privately managed forests than in those managed by the Crown.30 Whether 
the level of concentration is justified by the quality of forest management 
is not, and perhaps cannot be, known. 
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Table II.1 


AREA AND TIMBER IJARVEST BY TENURE CATEGORY 


AREA HARVEST 

thousands thousands 

of‘ acres percentage of cunits percentage 
TYPE 
Crown Grants 632651 AT) 3,648.8 14.73 
OTT Eyl lord 13 25009 a5 5:02 
TFL (Sch. B) 8,986.8 6.7 BR yah 15.96 
PSYU 79,5095 1h 2963 17,433,58 50.20 
Other* 37,512.0 28.0 863.3 3.49 
TOTAL 134,112.2 100,0° 24,768.4 100.00 


Includes: Federal Land, Christmas Tree Licences, minor forms of 
licence, Reserved Lands, Provincial Crown Land outside PSYU. 


Source: Task Force on Crown Timber Disposals Victoria, B.cw. 


December, 1974, Tables 4 and 5. 
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COMMITTED ANNUAL ALLOWABLE CUT BY FIRM IN COAST REGION - PSYUeo 


1975 
M Cunits Percentage 
B.C. Forest Products 490.7 E720 
Bay Forest Products 246.4 oso 
Weldwood 23554 Ser 
Tahsis 21650 10s) 
Canadian Forest Products 138.8 a6 
Crown Zellerbach LT oe 4.0 
MacMillan Bloedel OSes) Se 
B.C. Cellulose S222: Zio 
Rayonier 44.1 NAS: 
Others 1 Rs 42.6 
TOTAL 2 OOS aL 100.0 


Source: P. Pearse, Timber Rights and Forest Policy in 
British Columbia, Vol 1, Victoria. .s/ 0. pe 
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Table I1L.4 


HOLDINGS OF OLD TEMPORARY TENURES OUTSIDE 
TFL'S, RANKED BY ACREAGE, TOTAL B.C. 


M Acres Percentage 
Crown Zellerbach 206.0 26.8 
MacMillan Bloedel be 0 2302 
Canadian Forest Products ei 6.8 
B.C. Forest. Products 46.2 6.0 
Weldwood 3258 (RS 
Evans Products 28.6 Sey | 
Tahsis ay (grap 3.6 
Weyerhauser 28.6 ak 
Pacific Logging 22.4 Vee 
Federated Co-operatives L662 Zek 
Rayoniecr 266d S| 
Northwood Pulp & Timber LO. 1.4 
Other 86.0 Ligz 
TOTAL 766.1 100.0 


P. Pearse, Timber Rights and Forest Policy in British Columbia, 
Vols 1, Victoria, 19763) p. 42, 
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MacMillan Bloedel 
Pacific Logging 
Crows Nest Industries 
Crown Zellerbach 
Darkwoods Yorestry 
Deuseerorest Products 
Seott Paper 

Rayonier 

Weldwood 

Crestbrook 

Northwood 
Weyerhauser 

Dec. Gellulose 


CROWN GRANTED LAND OUTSIDE* TFL'S 


TOTAL B.C. 


Canadian Forest Products 


Pope & Talbot 
Clearwater Timber 
teianele Pacific 
Tahsis 


Others (approximately) 


TOTAL (approximately) 


* Unregulated or in Taxation Tree Farms 


pource; PP, Pearse, 


Vol. 1, Victoria, 1976, p. 42. 
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- 1976 
M Acres Percentage 

487.0 24n0 
300.4 15.39 
245.4 ee 
Lee 8.0 
Laos (eet 
87.5 4.4 
84.7 a3 
47.8 2.4 
a2) Zee 
356 eo 
Thee’ 0.4 
4.6 O52 
a2 OFZ 
S45 0.2 
3.4 OR2 
3.0 0.2 

| neg 

“3 neg. 
S15..0 hes: 

1967.4 


Timber Rights and Forest Policy in British Columbia, 


Taber Lila G 


TIMBER POSITIONS IN THE COASTAL REGION BY BILLED CUT - 1974 


(M Cunits) 
% OF 
GRANTS & OTT'S REGION 
Pox TFL OUTSIDE TELS TOTAL TOTAL 
MacMillan Bloedel 62.1 25106 24 S71 G2 3,046 07 30.9 
B.C. Forest Products 300.4 465.6 174.4 940.4 9.6 
Rayonier 34.3 710.0 44.0 788.3 8.0 
Crown Zellerbach 63.8 239 67 488.1 791 6 8.0 
Tahsis 126.0 28652 We Bes, 54507 ore) 
Canadian Forest 
Products Limited L057 348.8 6752 D2 ead, aa 
Weldwood 21248 85.1 94:5 392.4 4.0 
Bay Forest Products 756 Se) - ean Pais ce Zick 
Eurocan - 140.6 - 140.6 gee 
B.C. Cellulose 24.4 LiGe7 - PSSA. 1.4 
Other 978.0 12.6 NS SY ea. IME Yo ee vo Wal 
TOTAL 21S eo 4 5057 3220.35 9844.9 100.0 


Source: P. Pearse, Timber Rights and Forest Policy in British Columbia, Vol. l, 
Nictordas 1976 pie oo. 
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LUMBER 


imestrict theoretical terms the "softwood lumber industry" is actually 
a composite of a number of true industries the outputs of which are sub- 
stitutable to varying degrees. For example, Hemlock and Fir have similar 
applications while Western Red Cedar has qualities which set it apart from 
other species. The degree of processing (e.g., green versus kiln-dried), 
the grade, and the dimension of the lumber all differentiate the product in 
the eyes of the consumer. The extent of this differentiation is indicated 
by the extreme differences in market prices (commercial grade hemfir studding 
has recently sold at around $120 per thousand fbm while kiln-dried clear cedar 
paneling fetched ten times that amount). Nevertheless, we will treat "lumber" 
aS a Single product. 


British Columbia sawmills operate as buyers in the Coast timber market 
and as sellers of lumber in both international and, due to transportation 
costs and product variation, regional markets. The nature of the Coast timber 
market has already been discussed, the markets for lumber in which British 
Columbia mills are active are indicated in Table It.7, page 60. The data show 
that the United States is by far the major customer taking between 40 and 
24 per cent of the Coast output. Canada, the United Kingdom, and Japan 
account for the majority of the remainder. 


Table II.7 also shows the extreme volatility of the lumber market with 
output in 1975 only 60 per cent of 1972 production. Mainly, this severe 
curtailment was due to an extended strike in all B.C. coastal Operations. At 
the same time, housing starts in the United States were at a low level, 
resulting in reduced demand for lumber and accentuating the cyclical fluctuation 
in the industry. These exaggerated swings in supply and demand give to the 
Sawmilling industry "boom or bust" characteristics which, argue the large 
firms, have been instrumental in the decline of the small mills unable to 
survive the troughs. 


STRUCTURE 


The structure of the coastal sawmilling industry is a reflection of the 
concentration of timber holdings. In 1974 the largest six groups controlled 
48 per cent of sawmilling capacity while the largest of these, MacMillan Bloedel, 
held nearly 18 per cent (see Table II.8). Capacity ratings, however, are 
subject to some question as they measure possibilities rather than realities. 
Based upon 1974 production, MacMillan Bloedel's share was 27.8 per cent of 
COdstal output with the top six firms controlling 62.2 per cent. Over the 
past five years, which contain both boom and slump, MacMillan Bloedel has 
consistently produced roughly 30 per cent of Coast lumber output (see Table II.9), 
which is about equivalent to its timber position (see Table II.6) on the Coast. 


Concentration is high in coastal sawmilling and has been increasing over 
the past three decades. There are two possible explanations for this situation 
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and this trend. First, technological change may have increased minimum optimal 
scale in sawmilling to such a degree that the Coast forest will only support a 
handful of firms. Or, alternatively, sawmilling may have simply represented 

a step in the integrated firms' backward drive for secure timber rights. We 
will explore each explanation in turn. 


In contrast to logging, efficient scale in sawmilling has been the object 
of a number of both academic and industrial studies. The results of several 
of these are summarized in Table II.10. 


Engineers involved with mill design speak in terms of Capacity per line, 
where a line is made up of a set of component machines including headrig, 
edgers, trim saws and planers. A plant in turn may consist of one or several 
lines, a fact which leads to some confusion when reviewing published estimates 
of minimum optimal scale, especially those developed using the survivor 
technique. 31 The problem, simply put, is that a plant with a given Capacity 
may be comprised of one highly efficient production line or a number of 
inefficiently small lines. This caveat applies with regard to the following 
discussion, 


The estimates arranged in Table II.10, based upon different years, 
different geographic areas, and different estimation procedures, exhibit some 
degree of similarity. Minimum optimal scale in sawmilling evidently lies 
somewhere between 80 and 120 thousand fbm per eight hour shift. There is no 
strong evidence of diseconomies of large scale at the level of the plant. 


This implies that MacMillan Bloedel's sawmills (see Table II.8) are, with 
the exception of the Queensborough unit, at or above minimum optimal scale. 
A simplistic division of total capacity by the lower bound estimate of 
minimum optimal scale implies that the firm's sawmilling capacity could be 
divided into 24 units with no loss in efficiency (assuming of 
course no scale economies of multiplant operation). 


The evidence thus contradicts the proposition that concentration in 
sawmilling on the coast is dictated by existing technology. More plausible 
is the argument that sawmilling is simply a stage between harvesting and 
marketing; that MacMillan Bloedel began in marketing, and moved, for previously 
discussed reasons, into the harvesting of timber; and that the intermediate 
stage was absorbed in the process. 


Such then is the structure on the production side of the market. 
Concentration is high and will remain so as long as access to cutting rights 
remains the formidable barrier to entry which it is today. 


As a seller of lumber, the firm's position in most of the markets in which 
LE-operates is of Significantly less importance. 


Table II.11 shows the destination of both British Columbia's and 
MacMillan Bloedel's international shipments. The United States is the major 
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customer of both firm and province, The province ships 73 per cent of its 
exports south of the border, but the firm ships only 39 per cent because, 
like other Coast producers, it has the ability to serve a wider range of 
overseas markets than producers in the Interior of the province, 


Within Canada, MacMillan Bloedel's market share is relatively small being 
somewhere around 3 to 4 per cent of domestic consumption. At the provincial 


operators who are relatively small but whose output represents a significant 
portion of provincial consumption. These fringe firms do not have the same 
facility of access to export or national markets and consequently cater to 
local buyers. Anecdotal evidence supports this. In conversation, an employee 
of MacMillan Bloedel related that while building his home he had the 
Opportunity of buying lumber from the firm at wholesale. However, a neighbour 
had a cousin who had a portable mill and, "In the end I bought from my friend's 
cousin--the price was Eignt 


CONDUCT 


Representatives of the firm contend that it is essentially a price taker 
with regard to lumber. The contention is supported by the work of other 
investigators. 


The majority of the province's, and a significant proportion of MacMillan 
Bloedel's output goes to the U.S. market which is characterized by 
vigorous competition. 


None of the approximately 1,000 forest products companies in Canada 
represents alone more than 10 per cent of total Canadtan sales or 

3 per cent of total United States consumption. For this reason, 
Canadian exporters of forest products are "price-takers" in the 
fullest sense; each producer is facing an elastte demand and sells 
at the prevatling market price without ability to set tt. Canada 
sells forest products in more than 35 countries and the prevailing 
price is world market price influenced by the demand in all these 


countrtes. 


Lumber prices are market determined. The individual firm demand 
curve ts hortzontal.....No_ evidence has been found of predatory 
aets in the lumber market. 4 
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At one point MacMillan Bloedel confronted market power on the buyer's side 
on the U.S. Atlantic Seaboard. Upon the arrival of MacMillan Bloedel's 
large lumber freighters, wholesalers depressed prices knowing that the firm had 
no warehousing facilities. In response, MacMillan Bloedel eventually chose to 
invest in holding and distribution facilities in the area. 


Vulnerability in world markets has led to the creation of export 
organizations amongst B.C. producers. Currently, four organizations, Seaboard 
Lumber Sales Ltd., MacMillan Bloedel, Northwood Building Materials, and Eacom 
Timber Sales, Ltd., account for nearly all waterborne exports from the province. 
In 1974 MacMillan Bloedel handled 39 per cent34 of all waterborne shipments 
which included its own production and that of British Columbia Forest Products 
and Triangle Pacific (together representing 20 per cent of MacMillan Bloedel's 
waterborne shipments). 


Within Canada the firm sells via its own distributors and directly ito a 
number of buying groups representing smaller retail yards (these groups will 
be discussed more fully in our analysis of the domestic plywood market). 


PERFORMANCE 


The evidence already presented indicates that in terms of size the 
sawmilling capacity of MacMillan Bloedel is technically efficient. Drawing 
from Table II.8 and assuming minimum optimal scale at 80 M fbm per eight hour 
shift leads to the conclusion that only the Queensborough plant is below scale. 
This however is misleading. The Queensborough mill is in fact an attempt by 
the firm to test the feasibility of setting up a specialized installation to 
handle cedar logs which are either too small or of too low a grade to be 
handled effectively in one of the larger units. 


Another aspect of technical efficiency relates total capacity to aggregate 
demand. Ideally the firm and the industry should neither maintain excessive 
redundant capacity nor should they persistently overtax their capital stock. 
While there is no precise measure of ideal capacity utilization we will accept 
as 'efficient' a capacity capable of satisfying peak demand even though this 
will result in some excess capacity in normal or slack periods.3> In this 
sense MacMillan Bloedel's lumber mills seem reasonably efficient as over 
the 1970-74 period total output represented, on the average, 87 per cent of 
rated capacity. 


Those familiar with the industry will recognize our criterion for technical 

efficiency as both arbitrary and narrow. A critical dimension neglected by 

the minimum optimal scale measure is the ability of the mill to extract 

maximum value from the log input. Maximum value utilization in turn refers 

to the mill's sophistication in cutting any given log into the most valuable 
dimensions. While electronic scanning devices are being developed for this 
purpose, it is still primarily the skill of the sawyer which determines 

accuracy of cut. Also of importance is the mill's Capacity to minimize and 

to use what heretofore have been waste residuals. Sawdust and chips, at one 
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time disposed of in the picturesque "bee-hive" burners which dotted milling 
regions, serve now as both raw material and fuel for pulp mills. Increasing 
log costs and government requirements of close utilization(i.e., harvesting 
of the majority of timber, both high and low quality, in a given area) have 


forced the mills to pay close attention to the extraction of maximum value 
from their wood fibre. 


There is no definite standard for efficiency in utilization. We must 
be satisfied with causal evidence which indicates that MacMillan Bloedel has, 
over the past twenty years, installed a considerable amount of equipment to 
both reduce residuals and to turn them into a form available for other uses. 
These installations are arrayed in Table Treas 


The question of allocative efficiency, which refers to the relationship 
between price and marginal cost, remains unanswered due to unavailability of 
appropriate data. Unfortunately this will be the case in each of the industry 
studies. 


Summary 


While lumber production is highly concentrated on the British Columbia 
coast, the large firms, including MacMillan Bloedel, have little power in 
the markets in which they sell. 


The level of technical efficiency of the firm's mills appears reasonable 


according to our admittedly imperfect measure. No estimate of allocative 
efficiency can be made due to unavailability of data. 
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Table II.8 


CONCENTRATION OF SAWMILLING CAPACITY & PRODUCTION - COAST REGION 


1974 
CAPACITY PRODUCTION 
thousand 4 million 4 
= -fbm/shift fbm 
MacMillan Bloedel* 
a. Alberni Pacific 285 138 
b. Port Alberni, Somass 440 209 
c. White Pine 350 193 
d. Chemainus 350 160 
e. Harmac #3 200 127 
f. Harmac #4 130 
g. Powell River 90 62 
h. New Westminster 130 58 
i. Queensborough 20 us 
Total 1,9%5 Leo 945 27.8 
British Columbia Forest Products** 975 8.8 316 ie) 
Crown Zellerbach** 659 6.0 235 6.9 
Weldwood** 635 coer 193 aw 
Canadian Forest Products** 550 5.0 ise ines 
Rayonier** 545 4.9 272 8.0 
Largest 6 Firms Spe iye) 48.2 Zins 62.2 


TOTAL COAST 11,059 3,405 


Source: * MacMillan Bloedel. 


**k Royal Commission of Forest Resources, preliminary work of 
G. Bowden, and miscellaneous annual reports, and "Mills in 
Canada," Forest Industries, May 30, 1975. 
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Table whi.9 


LUMBER PRODUCTION 


COAST * MACMILLAN BLOEDEL** MACMILLAN BLOEDEL 

millions of fbm millions of fbm percentage of coast 
SaRRRRREEEREERIREEE EER Enna Nara eee 

1970 3,78) Brel ES be 30.0 

Loe 4,220 L302 30.9 

LS Vi 4,028 1202 29-8 

1973 4,403 L226 27.8 

1974 3,405 945 27.8 

1975 Zyo00 705 2042 


a a Reema acest ae ce ee I 


Source; * Council of Forest Industries of B.C. Annual Report, 1975, 


**k MacMillan Bloedel . 


Ge = 


2 
3. Mead also 
4, Refers to 
Dr 

6. Refers to 
1 


- Refers to 


SOURCES: a. 
b. 


Table 11.10 


MINIMUM OPTIMAL SCALE - SAWMILLING 
From To Diseconomies Year 
M fbm/8 hr. shift of scale Method of Data Region 
a a ee a ee 
1 i 
80 120 2 eee ee 1963 Western U.S.° 
opinions 
correspondence 
80 119 2 survivor 1951-61 Pacitic 
Northwest 
2 : 
80 ELg yes survivor 1952-62 Pacifie e 
Northwest 
Sy 100 no survivor 1955-71 B.c.4 
60-70 ? ? engineering 1976 BoC 
estimate 
30 40 ? ? L972 Southeast ese 
4 ; ; g 
80 90 none up engineering 1976 BaGs. 
to 250 estimate 
h 
100 ? u engineering 1966 B.C. 
6 4 estimate 
106 280 2 engineering 1973 B.C. Coast * 
estimate 
er a se ee ee ee ee ee ee 
1. noted "..,.there is evidence of a trend away from both large and small mills..." 
Daricen 


. "or perhaps to 140 M fbm," p. 15, no evidence of multi-plant economies, p. 25. 


interviewed three engineers: results 50-80 m; 60-75 m; 60-85 m; Do ZO). 


one production line. 


Based upon the one line operation of Rayonier, at Marpole, B.C. 


single line small log dimension mill. 


triple line (large, small and intermediate logs) dimension mill. 


Zaremba, J., Economies of American Lumber Industry, Speller, N.Y. 196° 
Fedkiw, J., "Forest industry capacity, production and available log 
supplies in the Douglas-fir subregion," U.S. Forest Service, Researc': 
Paper, PNW11, 1964. 


Mead, W.J., Competition and Oligopsony in the Douglas-Fir Lumber 
Industry, University of California, Los Angeles, 1966. 


Dobie, J., "Economies of Scale and Trends in B.C.,'' The Forestry 
Chronicle, Aprit 1 1973. 
Interview, Vancouver engineering firm, 1976. 
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Sources: (cont'd) 


f. Buford, J.A., Jr., "Some aspects of competition 
in the southern pine lumber industry of Alabama, 
1967-1972."' Unpublished Ph.D. dissertation, 
University of Georgia, Athens, Georgia. 


g. Interview, Vancouver engineering firm, 1976. 


hs Nagle, G., “Economics and Public Policy in the 
Forestry Sector of B.C." Unpublished Ph.D. thesis, 
Yale University, 1970. 


ste Phillips, Barratt, Hillier, Jones and Partners, 
"General Report on the Economics of Commercially 
Viable Sawmills in the Province of British Columbia," 
mimeo, Vancouver, June 1973. 
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Table IT. 


EXPORTS OF SOFTWOOD LUMBER - BY VALUE 


1975 
BaGe EXPORTS * MB EXPORTS *x 
Be Ot 7% ONY 
$000 ,000 TOTAL $000 ,000 TOTAL 


ee ee 6 re ee J es 


Dierks Oral: Sai) Oar On 
Continent 30:6 Eye) ‘Sa 8.6 
Japan 88.0 ies) Dh A Za 
Australia ck 9 4.9 ai 
MS. DO Dred L350 OB leu0 39.3 

West 63.1 Suz 

Northeast eS. Loes 

Midwest BOD oh 204) 

Other LOO ei 20.5 
Other Slee 4.0 UB Ke) Le 
TOTAL 780.1 100.0 202 100.0 
Source: | * | Statistics Canada, Exports by Countries, Jan. = Dec, 


1975, Catalogue 65-003. 


*k MacMillan Bloedel, 


Weed ey Bs Bi 


MACMILLAN BLOEDEL'S SHARE OF ITS 
PRINCIPAL EXPORT MARKETS 


1974 
MB as 4 of 

Consumption MB Exports consumption 

(billions fbm) (billions fbm) 
United Kingdom fot .06 Ze0 
Continental Europe 36.8 06 <2 
Japan 1372 Uae: eee 
Australia mo, a0 [bess 
United States Pas eR: ~414 Lao 


Source: Consumption data from Council of Forest Industries; 
MacMillan Bloedel export data from MacMillan Bloedel. 
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INSTALLATION OF EQUIPMENT TO REDUCE RESIDUAL WASTE 


1951-75 


Somass Sawmill, Port Alberni 


jclsy 


1959 


1965 


Taye 


19:7 1. 


BEart-up of “B' mill to facilitate efficient production 
from small diameter logs. 


New hydraulic barker installation. 

Sawdust recovery system to provide more fibre for pulp mili. 
Installation of a new gang saw line. 

Addition of 'B' mill Chip N Saw Machine as a primary production 


unit for converting small logs into lumber and pulp chips with 
reduced small kerf. 


Rivecitaracitic Lumber Mill, Port Alberni 


1967 


Start-up of a floating barker to permit better fibre utilization. 


Chemainus Sawmill, Chemainus 


invronl 


he fe es 


£9568 
Kesh 


1968- 
1969 


ile We 


Lo o- 
1974 


Start-up of a hydraulic barker system. 


Installation of a new waste wood chipper system for increased 
pulp chip recovery and higher chip production per man. 


All three headrigs converted to self setting units. 
Installation of a mechanical barker. 


Installation of chipper heads on headrigs and main edger. 
Start-up of a new hog fuel production unit. 


Replacement of No. 1 & No. 2 band mills and installation 
of twin band edger. 


een = 


Canadian White Pine Sawmill, Vancouver 


1953 


1966 


SWAG 


197) 


Source: 


New hydraulic barker and waste wood recovery room 
for increased fibre recovery. 


Major revision to 'C' mill including new lumber 
conveyor and trimmer system. 


Installation of bark press to makesmore ci Gierene 


fnel for boiler house: 


Installation of mechanical barker in °C” mili 


MacMillan Bloedel. 


PLYWOOD 


The plywood industry is far more amenable to economic analysis than 
either timber or lumber. The product is well defined, with manufacturers 
adhering to standards established by the Canadian Standards Association. The 
bulk of plywood production is in 4' x 8' sheets ranging. froma tosis erin 
tipchness. A distinction is made in the industry between commodity and 
specialty boards, the former accounting for 90 per cent of output or more, 


Commodity plywood is used extensively in construction and to a lesser 
degree in furniture, cabinet and shelving manufacture. Specialty boards 
find application as decorative interior and exterior paneling and, when 
appropriately treated, as reusable concrete forming. 


As of late the plywood product class has experienced considerable 
competition from substitute products such as waferboard, hardboard, particle 
board, and other composition board. 


The demand for plywood is closely tied to residential construction as 
more than a quarter of domestic consumption is used in housing. It is consequently 


subject to both seasonal and cyclical fluctuations and is thus similar to 
lumber demand in this respect. 


Up to the early 1970's Canadian consumption of plywood was supplied nearly 
exclusively by Canadian producers. A 15 per cent tariff on the commodity 
effectively curtailed importation from the United States. However this Situation 
has changed (see Table II.14, page 75), Beginning in 1971 with nine-tenths of 
one per cent of domestic consumption, imports increased cheir share to 5 per cent 
in 1973, 18 per cent in 1974 and nearly 23 per cent in 1975. This incursion, which 
originated primarily from the United States is explained by increasing costs in 
Canada relative to the United States, and by excess supply in that country. 
Industry representatives see no cessation of this trend in the near future. 


British Columbia had and continues to have the majority of the Canadian 
market, although this share declined from over 90 per cent in 1967 to 65 per 
cent in 1975 (see Table II.14). 


The province is also the major producer and exporter of plywood although 
its position in production has also been slipping over the last several years. 
The bulk of provincial exports are destined for the United Kingdom, which takes 
between 60 and 80 per cent of total exports. 


STRUCTURE 


Concentration of plywood production in British Columbia is high, with the 
five largest producers accounting for nearly three-quarters of provincial output 
(see Table II.15). This ratio has increased by four percentage points over the 
last decade and during this time period Weldwood displaced MacMillan Bloedel 
as the largest producer. These two industry leaders have consistently held 
about 40 per cent of provincial output. 


Again we must ask if this level of concentration is justified by the 
existence of scale economies at the level of the plant. Published minimum 
optimal scale estimates are both few and subject to some skepticism. Guthrie 
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and Armstrong3© using the survivor technique for the 1955-60 period, conclude 
that their data "seem to indicate" that minimum optimal scale ranges between 
30 and 80 million square feet (3/8" basis) per annum. Crown Zellerbach 
states that "an economic size of mill in 1975 on the British Columbia Coast 
would be about 80 million square feet (3/8") minimum per annum".37 
Representatives of both MacMillan Bloedel and Weldwood put the minimum at 


100 million square feet (3/8") per year. 


Using the 80 million estimate it follows that provincial production in 
1974 would have theoretically supported 22 mills of efficient size. 
Assuming no multiplant firms, this would imply concentration ratios of 
93/2 and 22%/5 rather than the observed ratios of 38.5%/2 and JAX 5: Evidently 
the existing technology neither explains nor justifies the degree of concentration 


in production. 


Rather, concentration in production is explained and maintained by 
barriers to access to the wood input, as was the case in lumber production. 
Plywood manufacturing is simply a stage in the process between harvest and 
final marketing and thus falls to those holding positions at both ends of 
the process. 


Turning now to seller concentration in the national market, we note 
from Table II.16 that the largest four British Columbia based firms hold more 
than half of the national market even when adjustments are made for imports 
from the United States and exports from the provinces. Indeed, these 
calculations performed for 1974, when imports held less than one per cent of 
the market, yield a concentration ratio of 62%/4. 


As high as this 1974 ratio is, it is an understatement of true seller 
concentration because two of these firms act as selling agents for smaller 
manufacturers in the industry. MacMillan Bloedel has for many years acted 
as the domestic sales agent for the Victoria plant of British Columbia Forest 
Products, while Canadian Forest Products has maintained a similar liaison with 
Victoria Mills and Crestbrook Forest Industries. Also Crown Zellerbach 
purchases for resale roughly 20 per cent of British Columbia Forest Products' 
Delta Mill's output. The recognition of these groups raises effective seller 
concentration to 66%/4 (see Table II.17) which qualifies the market as 
Oligopolistic on the sellers' side. 


On the buyers' side of the market are found buying groups, independent 
and captive wholesalers, independent and captive retailers, industrial 
customers and contractors large enough to deal in carlots. 


The buying groups represent retailers who, according to one of their 
purchasing agents, combined principally for the purpose of self defence. 
Confronted with tight oligopolies in a number of the product markets in which 
they buy, they attempt through collective purchasing to exert oligopsony 
power. Heretofore they have been unsuccessful in this regard with respect to 
the plywood market. For example, six of these groups account for approximately 
24 per cent, and no one of them for more than LO per cent, oL MacMillan Bloedel's 
total Canadian sales of softwood plywood. 


Each of the four major firms has extensive captive wholesaling systems. 


MacMillan Bloedel has 33 outlets; Canadian Forest Products, 28; Weldwood, 26; 
and Crown Zellerbach, 7. These outlets account for roughly 27 per cent of 
MacMillan Bloedel's sales and 30 per cent of Crown Zellerbach's. Only Crown 
Zellerbach is integrated forward into retailing; iwithis5> retarl outlets; and 
these, ee ele ae the firm, account for less than 5 per cent of their 
Canadian sales. 


Evidently a potential entrant to the plywood industry would confront 
significant barriers in the acquisition of quality timber (i.e., peeler logs). 
This, in combination with the capital requirements of mill construction, does 
not augur well for entry into the industry by any but the very large. Recently, 


Georgia Pacific, fourth largest forest products firm in the United States with 
assets twice MacMillan Bloedel's, overcame these barriers and constructed a 
120 million square feet per annum Capacity mill in the Maritimes. 


CONDUCT 


mieery predicts that in a tight oligopoly, as is the plywood industry, 
a good deal of interdependence in pricing policy will be recognized by the 
major firms. Recognized interdependence can of course be manifested ina 
number of ways, ranging from pure cartelization to "conscious parallelism". 


A decade ago another researcher found, 


»..the evidence of a kind of 'price leadership'. Executtves 
for companies II, III and IV (Western Plywood, Canadtam Forest 
Products, Crown Zellerbach) agreed that company I (MacMillan 
Bloedel) had established the prices for the industry and that 
they and other plywood firms have tended to follow that 
Leadership’, 


Because of the erosion of MacMillan Bloedel's market share from 35.6 per 
cent in 196349 to 15.2 per cent in 1974 we find it unlikely that they could 
maintain the leadership role. Others in the industry agree. According to 
representatives of two of the other major firms, MacMillan Bloedel has 
consciously allowed its position in plywood to deteriorate. This deterioration 
was accelerated by the rapid expansion of the industry in the Interior Region 
of British Columbia--an expansion in which MacMillan Bloedel did not share. 
Today the leadership role is probably41 held by Weldwood, but is weaker than 
the leadership once exercised by MacMillan Bloedel. 


Characteristic of oligopolistic pricing models is relative price 
stability, a symptom of the Canadian plywood market. Ten years ago Bessom 
found, 


According to executives tn ali four firms, plywood prices in Canada 
have been subject to less fluctuation than those in the United 

states; a condition of 'prtce “eadership' has prevailed and imdividual 
firms have tended, tn the lon; run, to price at the market price 
established by the leader, 44 


Oy hiee 


While the leadership position may have shifted, the outcome is 


Similar. 


True and beneficial competition cannot extst when an industry 1s 
dominated by only a few large corporations. A mixture of many 
small and several large corporations ts required to foster true 
competition. An example of this can be secured by comparing the 
softwood plywood industries of Canada and the U.S. In Canada 
four large corporations basteally control the supply of thts 


product. In the U.S, the softwood plywood industry ts made up 
of more than one hundred small supplytng compantes and very 
little control ts exeretsed by large corporattons. In fact 
the U.S. industry has been quoted by responstble economists as 
being an example of near true competition, where product prices 
vary from day to day under the direct influence of the market. 
In Canada prices are very much more stable and in our opinion 
this may be one of the reasons why Canadian production costs 3 
and selling prices are higher than for the equivalent U.S. products. 4 
There is no question that regardless of concentration and price leadership, 
the Canadian manufacturers of plywood are severely constrained in their pricing 
policy by the ever present threat of increased American imports. The 15 per 
cent tariff on plywood puts a limit on the abuse of market power. The buying 
association agrees. "In fact their main and possibly most effective competition 
seems to come from foreign producers."44 


The large integrated plywood manufacturers are, by virtue of their 
positions in both manufacturing and distribution, ina position to exert a 
price squeeze on non-integrated firms at either end of the spectrum. One of 
the above-mentioned buying groups believes that it experienced such a squeeze 
and likens its position to that of a small gasoline station. 


The small independent building products distributor, as an example, 
feels that the large integrated companies in the wood-product 
business often dectde to create htgh profit centres for certain 
Large volume commodity type items at the manufacturing level and 

Low profit centres at the distrtbutton level. The members of the 
Nattonal Association have been likened in many respects to the 

small independent gasoline distributors.who both buy gasoline from, 
and who sell in competttion to, the large primary integrated otl 
products corporations. It ts our understanding that these small 
independently owned gasoline enterprises, who tt would seem are 

the insttgators of most of the competitton at the retatl gasoline 
sales level, are actually faced with some of the problems that we 
have desertbed. That is, they are often forced to purchase 

gasoline products at relatively high prices and then meet competition 
established by the same supplying compantes at relattvely low prtces 
at the selling level. It ts also our understanding that the large 
integrated otl companies are reported to secure a large part of 
thetr profits from their primary manufacturing levels, where the 
number of competitors ts small, and that the profttabiltty of 

their distrtbutton and selling divistons is marginal. If thts is 
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so and tt ts our beltef that it ts, then this would seem to be a 
very satisfactory method of limiting or restricting the growth of 
small enterprises in that section of the oil industry where the 
existence of many small enterprises fosters true and beneficial 
competition t.e. at the gas pump service station Level, 46 


It should be noted, emphatically, that this remains a "feeling" on the part of 
the buying group. No hard evidence is offered to substantiate the claim. 


ae vertically integrated firm is, theoretically, also in a position to 
deny supply to its competitors at the distribution level. The above quoted 
buying group alleges that this has occurred in the plywood market. 


The control which the four corporations exert on both the productton 
and distribution of board products tn Canada ts considerable. For 
instance they eontrol more than 80% of the total softwood plywood 
production, This control ts such that it ts often dtffteult for the 
small distributors, who must compete with the four large eorporattions, 
to purchase suffictent supplies of Camadian softwood plywood to meet 
thetr market requirements. 


In response to this allegation representatives of MacMillan Bloedel point 
out that over the last two and a half years there has been no shortage of 
plywood .and that small buying groups have relied heavily on cheaper U.S. imports. 
In previous "hot" markets all distributors, large and small, integrated and 
unintegrated, suffered shortages. In no instance, they assert, were small 
distributors discriminated against for the purpose of driving them from the 
market. 


In summary, conduct within the industry does not seem to conform to the 
competitive ideal. There is strong evidence of price leadership and 
allegations, by an admittedly interested party, of price squeezing and refusal 
to sell. While MacMillan Bloedel contends that "this is a competitive market"4/ 
the National Association of Independent Building Materials' Distributors has 
"expressed an opinion that true competition is not generally practised when 
only a very few large corporations effectively control markets...and wood 
board products (is an) example", 48 Certainly the structure of the industry 
and the evidence of price leadership support the latter view. However the 
allegations of predatory practices on the part of the producers deserve 
considerable investigation before being accepted as fact. 


PERFORMANCE 


As noted above, estimates of minimum optimal scale of plant range from 
80 to 100 million square feet (3/8") per annum. According to this superficial 
criterion MacMillan Bloedel's mills are significantly above scale with the 
Alberni operation having an annual capacity of 181.5 million square feet (3/8") 
and Vancouver with 225 million square feet (3/8"). This, however, is misleading. 
Both of these mills are over 30 years old and are really agglomerations 
of equipment added and modified over a quarter of a century. The last major 
renovation of the Alberni plant was completed in 1964 and since completion of 
the "C" mill in the same year, no alteration, except modernization of a dryer 
system, has been made on the production facilities of the Vancouver mill. In 
fact, knowledgeable people in the industry do not rate MacMillan Bloedel 
facilities as technically efficient and instead have advised us to "go see 


ae he 


Reed's Cantree operation with its Georgia Pacific automatic lay-up-line-- 
that's the pacesetter". : 


Evidently the firm does not support excess capacity in its plywood 
mills. In the 1970-74 period these mills were run at roughly 93 per cent 


of their rated capacity. 


While MacMillan Bloedel does not appear as particularly progressive 
amongst softwood plywood manufacturers, it is a leader in the production of 
a substitute product, particle board. We will have more to say about this 
when discussing the firm's research and development effort. 


We are, again, unable to make any statement concerning allocative 
efficiency for want of data on profits in the plywood operations of the firm. 


Summary 

This then is the plywood industry: highly concentrated with fragmentary 
evidence of price leadership and allegations of predatory practices; 
increasingly threatened by American imports, and probably unable to survive 
without a tariff wall; and of decreasing importance to MacMillan Bloedel, Ltd. 
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Table I1I.14 


NATIONAL PLYWOOD MARKET 


1967 1971 1975" 
MM isd theres (Of MMC Sd Sts) Zs ot iM sqy bb. cemOL 
(3/8") total (3/8") total (3/3. total 


a 


Consumption 


Total 
Cdn consumption 1420 Loe 2,245 


Source of Canadian 


Consumption 


Bs. 15256 90.6 t,o0L Gale? i455 64.8 
East of Rockies 129 9.1 236 Weeyats 218 DAA | 
Imports 4 3 £5 0.9 SiS 225265 
Production 
BG. ol 2k OS a: Or 88.9 1S. 86.5 
East of Rockies be 6.9 235 Pies Did cea) 
Canada: 1,848 L000 2,109 2 055 
Exports 
Source: 
BiG 427 99.8 361 99.4 281 99.6 
East of Rockies 1 O22 2 0.6 iL O24 
Canada 428 100.0 363 100.0 282 100.0 
BaGr Exports 
Destination: 
Usk. BON: BS ee 219 Hos? 220 tons 
Other 105 24.6 WAVE 3953 61 2A 
TOTAL Ao7 100.0 361 100.0 208 10020 


We Of ee, og ee eee eee ee 
* Tentative 


Source: MacMillan Bloedel; Compiled from Statistics Canada, Catalogues 
35-001, 65-004, and 65-007. 


Table 1T.15 


CONCENTRATION OF SOFTWOOD PLYWOOD PRODUCTION - ALL B.C. 


Lo 
PRODUCTION 

MM Sd.0 t. ee wend 

FIRM & PLANTS 3/8" ‘basis Foral 

Weldwood 383.6 20.9 
Kent Ave 1206 
Cariboo 113.8 
Ash ASS: 
T-Ply 90.6 
Canim lake 56.1 

MacMillan Bloedel Se 2a) Le 
Port Alberni La] 
Vancouver 197.8 

Canadian Forest Products 248.0 pe 5 
Pacific Veneer L630 
Balco 65.0 

Crown Zellerbach 23.56 Ne eA 
Building Materials 98.0 
Kelowna a) ie 
Armstrong Boe 

BeC. Forest Preductes 1643 9.0 
Delta 61.2 
Victoria LOS el 

Tope VPLS ee 74.0 

TOTAL BGs 1637 100.0 


1975 data were available but labour disputes distort 
the figures. 


Source: Council of Forest Industries and interviews. 
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Taller eile 6 


CONCENTRATION OF SELLERS (BY FIRM) IN CANADIAN 


SOFTWOOD PLYWOOD - 1974 


Domestic Sales % Ot Canadian 
MM Say ett, (37.0%) consumption 
Weldwood 5809" 18.4 
Canadian Forest hi 
Products ws eae Ano 
MacMillan Bloedel 29340 Lie 2 
Grow Zellerbach a: eo es 
LARGEST 4 FIRMS Tele Gre Bek Slt 
OWA Te CANAD TAN 
CONSUMPTION 2083.0 100.0 


Estimated assuming coast mills export 20 percent of output, 
and including non-B.C. mills. 


Source: Council of Forest Industries, MacMillan Bloedel. 
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Table I1.17 


CONCENTRATION OF SELLERS (BY GROUP) IN CANADIAN 


SOFTWOOD PLYWOOD MARKET - 1974 


Domestic Sales 4 of Canadian 
MM sq. ft. (3/2) consumption 
Canadian Forest Products 
Group 437.6 ZL.0 
Chl arn 291.4 
Victoria Mislts 108.2 
Crestbrook 36.0 
Weldwood 0 18.4 
MacMillan Bloedel Group 316.0 tbe 
MacMillan Bloedel 23380 


British Columbia 
Forest Products. (Victoria 


mill) Sao 
Crown Zellerbach Group Zot EO ja kesd 
Crown Zellerbach ALG. o 
British Columbia Forest 
Products (20Z-0f Delta mili) DLs 
LARGEST 4 GROUPS iy, BO ea 65.7 
TOTAL CANADIAN CONSUMPTION 2,033 10020 


eS eee eee a Oe a 


Source: From Table II.16 and interviews. 
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MARKET PULP 


. Wood pulp is an intermediate product in the papermaking process. Pulpwood 
is brought to the mill, pulped, washed, screened and then it is either dried to 
be sold as market pulp or it continues to be processed into paper. 


In addition to the quality and species of the wood input, the process by 
which the material is turned into pulp strongly differentiates the output 
whether ‘pulp or paper. There are three general methods by which the ienin 
(the bonding agent in wood) is broken down to free the cellulose fibres which, 


when matted, form paper. These three are the chemical, mechanical and 
chemimechanical process. 


In the chemical process (soda, sulphite and Kraft), the wood is combined 
with a reagent which dissolves the lignin and other non-cellulosic materials 
(carbohydrates, proteins, fats and resins) which are then removed from the 
pulp. The Kraft process is presently the most important chemical pulping method. 
Relative to soda and sulphite, the Kraft process has a higher yield (45-50 per 
cent of the wood input emerges as usable pulp), produces a stronger pulp,?? 
and is more tolerant of low quality or resinous wood inputs. Kraft pulp is 
however harder to bleach and the process emits the noxious odours associated 
with pulping facilities.? Currently, Kraft represents 77 per cent of all 
chemical pulp produced in Canada and 43 per cent of total pulp production, °1 


Mechanical pulp is produced by physically breaking down the lignin by 
aegrinding process. In fact, in most mills, pulpwood is actually pressed 


against a grindstone. The mechanical process has the advantage of a significantly 
higher yield than chemical pulping--90-95 per cent versus 40-50 per cent. 

However, the resultant pulp and paper is much weaker and is subject to rapid 
discolouration. Mechanical pulp is the basic input to newsprint. As of 1974, 
this type of pulp accounted for 39 per cent of total pulp production in Canada. 


The chemimechanical process is actually a combination of the other two. 
Wood chips are treated with a chemical solution before grinding. Chemimechanical 
pulp is somewhat stronger than mechanical but yields are somewhat lower. This 
is a relatively new process and therefore accounts for only a small proportion 
of total Canadian production. 


In 1974 Canada produced 21,331,000 tons of wood pulp. However, only 
iyo2d, OOOltons or 35.3 per cent of total output were sold on either the national 
or international market (see Table II.18, page 85), The explanation is that the 
majority of pulp producers are integrated forward into paper production and 
therefore consume their own pulp. Separating the domestic from the international 
market, it is found that only 5 per cent of Canadian pulp consumption is 
purchased on the market, while 95 per cent is used internally by the producing 
mi Ls 


Table II.18 shows that 70 per cent of all sulphite and 92.6 per cent of 
all mechanical and chemimechanical pulp are consumed by the producing mills. 
Only Kraft is manufactured in significant quantities for use external to the 
This leads us to two conclusions. First, market pulp is for the 


producer, 
We will thereafter define market pulp as Kraft pulp not 


mostepare Krafc. 
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earmarked for internal use by the producing firm. Second, any determination 
of market power in the pulp market must be tempered by the realization that 
there are a large number of mills which could (and presumably would) offer 
Kraft for sale if market price exceeded its internal value to the firm, and 


if the firm had drying and processing facilities: 


STRUCTURE 


Concentration in the production of market pulp is high in British Columbia. 
However, aS shown in Tables II.19 and II.20, four and eight firm concentration 
has declined over the last half decade from 62%/4 to 52%/4, and from 93%/8 to 
84%/8. This decrease in concentration is due to growth in total capacity 
not matched by the largest three of 1970. MacMillan Bloedel and Canadian 
Cellulose (previously Columbia Cellulose) list absolute declines in market 
pulp capacity while Canadian Forest Products shows some growth. However, 
the big increments in capacity size came from British Columbia Forest Products 
(the Mackenzie mill), Weyerhauser (expansion of the Kamloops El), ane 
Weldwood (the Quesnel mill). Total capacity for the province increased by 
one-third over this period which is noteworthy in an industry where capital 
requirements are substantial. 


Available evidence on optimal size in chemical pulping indicates that 
a considerable portion of this concentration is justified by exploitation of 


scale economies at the level of the mill. Table II.21 provides a summary of 
estimates of minimum optimal scale in chemical pulping. These estimates 
range from 100 to 300 thousand tons per annum, and seemingly have been 
increasing over the Baek 30 years. The most informative of these 

studies is Eklund's°* which gives an indication of both minimum optimal scale 
and the shape of the cost curve (Figure I; spage py, ) 


Costs per unit output drop quickly up to 400 metric tons/day 
(160 thousand tons/annum) and continue to drop gradually at least to a 
capacity of 1,000 metric tons/day (390 thousand tons/annum). Evidently 
a mill can be run at roughly 160 thousand tons/annum without being at too 
great a disadvantage Vis-G-vts larger mills. However, costs apparently do 
fall as pulp mill size increases, although the limitvoE-this falling cost 
range is not clear. Representatives of an international engineering firm 
involved with pulp mill design subscribe to the notion that "the bigger the 
better, up to the point that you are not trying to use unproved technology 
at too many points in the process". Their meaning is this. If the wood 
supply is abundant they will design the mill to have as large a capacity 
as possible without relying on untested machinery at more than a few crucial 
points in the process. To do otherwise, they argue, inevitably leads to 
start-up delays as unforeseen problems surface. 


Assuming then that 160 thousand tons per annum is minimum optimal scale, 
the total British Columbia market pulp capacity could support 25 reasonably 
efficient mills. It does, in fact support 18 mills. However, the major 
producers are multi-plant. MacMillan Bloedel and Canadian Forest Products 
operate three mills each; British Columbia Forest Products, Canadian Cellulose 
and Rayonier each operate two. Multi-plant operations can Of course "be 
justified by scale economies attributable to the firm, a discussion of which 
we are postponing until the end of this chapter. 
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The level of producer concentration in the province is maintained by 
barriers to access to the raw material, a paucity of suitable sites, and the 
absolutely large capital requirements of mill construction. Oligopsony in 
the timber market has already been discussed at length. 


Ideally, a pulp mill should be located so that it enjoys an abundance of 
fresh water both for use in the pulping process and as a source of power 
generation. Also proximity to a deep water port gives the mill a distinct 
advantage with respect to transportation. And, obviously, the mill must 
either be near a wood fibre supply or must be located in such a way that it can 
bring in pulpwood at reasonable cost (e.g., via water). Few sites with all 
these characteristics remain unexploited on the coast of British Columbia. 


Current estimates of mill cost put capital outlay to build one ton of 
annual capacity at $1,000.23 At a minimum this implies $160 million, and 
more realistically $300 million. Weyerhauser°4 puts the cost of a 
290 thousand ton per annum mill at $219 million. This capital requirement 
is obviously absolutely large and constitutes a strong barrier to entry. 


Concentration of sellers of market pulp is more difficult to determine 
than concentration of producers. The problem is defining the relevant market 
in geographic terms, and then ascertaining the market shares of individual 
firms. 


For example, in 1971, the United States imported 2.6 million tons of 
market pulp, nearly all of it from Canada. It produced 2.7 million tons and 
exported nearly half of that. Thus, Canada provided roughly 63 per cent of 
all market pulp consumed in the United States in 1971. Exports to the United 
States represented roughly half of Canadian production of market pulp. The 
question then is, with nearly two-thirds of the U.S. market, do individual 
Canadian firms exert market power? The problem is further complicated when 
it is recognized that a number of Canadian producers are subsidiaries of 
U.S. firms and ship pulp to the parent firm. It cannot be assumed that 
such shipments are arms-length transactions. Still, no generalization about 
the destination of subsidiaries’ shipments can be made. Crown Zellerbach 
claims that 74 per cent of its output goes to its parent,°° while Weyerhauser 
claims little or none goes to its parent. 


However, we can draw some inferences based upon admittedly bold 
assumptions. If we assume that MacMillan Bloedel shipped 58 per cent 
(the proportion of total Canadian exports of sulphate pulp going to the 
United States) of its 1971 output of market pulp to the United States, it 
implies that the firm supplied 7 per cent of that national market.°’ This 
of course would be an understatement. When tied subsidiary sales were noted 
and regional markets defined, the percentage would increase. If we applied 
the same assumptions to the destination of shipments by the top five 
Canadian producers (Canadian Cellulose, MacMillan Bloedel, Canadian International/ 
Tahsis, British Columbia Forest Products, Prince Albert/St. Ann Nackawic) 
we account for 30 per cent of United States' consumption of market pulp 
(not total pulp) in 1971. This is hardly a competitive market. 


With regard to Canada, the market for Kraft pulp is unimportant with 


only 608 thousand tons purchased in 1974. This represented 17 per cent of all 
sulphate pulp consumed and 7.6 per cent of all produced. 
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CONDUCT 


Historically it seems that pulp prices in North America were set by 
Scandinavian exporters who provided a significant amount of market pulp 
consumed in the United States. Guthrie argues that this does not hold today 
because Scandinavia has, for the most part, been displaced by Canada and 
consequently "Canadian market pulp producers probably have more effect now 
in setting prices than do Scandinavian producers", 98 


Guthrie also found a significant amount of stability in the prices of 
both bleached sulphite and Kraft pulp, although he qualifies these findings 
by noting that they refer to list prices which may be ignored in times of weak 
demand. With this same qualification we note from Table II.22 that pulp prices 


are stable, especially when compared to lumber. Such stability or "stickiness" 
is of course a symptom of oligopoly pricing and it reinforces our earlier 
conclusion that this is not a competitive market. However, how these prices 
come to be set and how they are maintained is unclear. Guthrie contends 

that "the fragmentary information that is available on price determination 

for pulp does not indicate that price leadership is common in this industry". 29 
However Rich argues, "in the Pacific market, chiefly Japan, price leadership 

is shared by British Columbia and Washington mills. In the North American 
market, several major companies in the west, chiefly in British Columbia 

and Washington, as well as major firms in eastern Canada and in southern 

United States, all play price leadership roles".©9 We have not found strong 
evidence to substantiate this claim, and therefore can only conclude, as does 
Guthrie, "that the market more nearly resembles an oligopolistic than a 

purely competitive model", 6t 


Price stability is enhanced by the length of the supply contracts common 
to the industry. Representatives of MacMillan Bloedel say that these long- 
term contracts range from a minimum of three to a maximum of twelve years, 
with five years being the average, although spot sales and one year contracts 
are not uncommon. Buyers, while certainly not indifferent to price, are 
extremely sensitive to the security of their supply. They are primarily 
paper producers with large capital investments in their mills and are thus 
loath to be placed in a position of running those mills at less than 
capacity for want of pulp. 


MacMillan Bloedel maintains traditional supply relationships with a 
number of European papermakers, among them Feldmuhle and Haindl. Additionally, 
the firm has purchased interests in several European firms (Koninklijke, 
Nederlandse Papierfabrieken, Netherlands; and Celupal S.A., Spain) to ensure 
sales of its market pulp. 


With regard to market conduct then, the recognized imperative is to seek 
security; as a buyer to seek security of supply and as a seller to seek 
security of markets. The proliferation of both traditional buyer-seller 
relationships and joint ventures between pulp producers and paper manufacturers 
attests to the strength of this imperative. 
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PERFORMANCE 


In the realm of technical efficiency, MacMillan Bloedel's--and forethat 
matter nearly all sulphate mills in the province--are at or above the 
160 thousand ton per annum lower limit of minimum optimal scale, Table II.23 
shows capacities of all sulphate mills, regardless of whether the output was 
earmarked for internal use or market sales, as of 1970. MacMillan Bloedel's 
all exceed our estimate of minimum efficient scale and only one mill, Kamloops 
Pulp and Paper, was significantly below that level. The Kamloops mill 
has subsequently been expanded to a Capacity of 437 thousand tons per annum 
which reinforces the argument that its original size was sub-optimal. 


The simple comparison of minimum optimal scale with mill Capacity to 
determine technical efficiency is admittedly naive. The majority of the 
sulphate mills are not single line units but rather are composites of 


replacement, modernization and expansion projects which have taken place over 
considerable spans of time. 


The Harmac mill is a good example. Built in 1950 with a Capacity of 
90 thousand tons per annum, another line was added in 1952 (155 thousand 
tons per annum capacity) and another in 1963 (175 thousand tons per annum) 
making for a combined capacity for the mill of 420 thousand tons per annum. 
Harmac thus had three pulping facilities with common support facilities 
(e.g., transportation). Much the same sequence holds for both Powell River 
(a new Kraft mill was installed in 1968) and Port Alberni (sulphate capacity 
was expanded between 1955 and 1957). In such cases it is extremely difficult 
to determine whether the collection of machinery, some of it new and some 
a quarter of a century old, is in fact producing Kraft pulp at minimum 
average cost. Evidently MacMillan Bloedel does not maintain inordinate 
excess capacity in its market pulp facilities. The Harmac mill produced at 
roughly 88 per cent of capacity over the 1970-74 period. 


Without data on profits attributable to the production of sulphate pulp 
we are unable to make any statement concerning allocative efficiency. 


Summary 


The production of sulphate pulp is highly concentrated in British Columbia 
and this concentration is explained in large part by scale economies at the 
level of the mill. Accurate estimates of seller concentration remain elusive 
but we agree with other researchers that the market pulp industry does not 
conform to the competitive ideal. Industry performance seems to be ata 
reasonable level in the dimension of technical efficiency. We can say 
nothing with regard to allocative efficiency. 


FIGURE 1 


MANUFACTURING COSTS OF PULP* 
AG 2UICTION OF STEER oL2n 
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*Refers to Bleached Pine Sulfate, air dry 


Source: Risto Eklund, "Integration of Forest Industries," Unasylva, 
Volumes 21 (2) aa No; 35, 3967," pag! 
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PRODUCTION & CONSUMPTION OF WOODPULP - 1974 
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70.0 
99 
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Kreaet 


* Excludes dissolving and special alpha pulp. 


Source: 


Canadian Pulp and Paper Association, 


eUGhmedttion, October, 19/5, sectioneiit. 
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19 
CONCENTRATION OF MARKET PULP. 


PRODUCTION CAPACITY = B.C. 


1970 
Percentage of 
M t./annum Ba, Capac: ty 
MacMillan Bloedel 621 19.9 
Canadian Forest peedaere 525 16.8 
Columbia Cellulose 4 500 £6.20 
BC. Forest Products 280 9.0 
Largest 4 L926 Ge? 
Crown Zellerbach 280 9.0 
Tahsis 260 S23 
Northwood 220 hat 
Rayonier 200 6.4 
Largest 8 ig 2,886 92.5 
gS rs Mgt oo og 3,26 100.0 


Bleached and unbleached Kraft pulp. 


1. Includes Intercontinental (joint venture with Reed, 
Feldmuhle ). 


2. Includes Skeena (joint venture with Svenska Cellulose). 


Source: Government of B.C., Department of Industrial 
Development, Trade and Commerce, The B.C. Pulp 


and Paper Industry, Victoria, 197/70. 
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i 
CONCENTRATION OF MARKET PULP’ 
PRODUCTION CAPACITY — B.c. 


BS WES) 
Percentage oF 

M t.jannum B.Ue capacity 
Canadian Forest Peoducest ay ire! hes) 
MacMillan Bloedel 539 eds 
B.C. Forest Products a7, LOS 
Canadian Cal iiiese 490 NRA 
Largest 4 Ceo Sys 
Weyerhauser 437 1026 
Rayonier 36.7 cap) 
Weldwood 263 6.4 
Tahsis 262 6.4 
Largest 8 3,463 84.1 
totad B.C. a ee IMOLO SIG) 
k 

Bleached and unbleached Kraft pulp. 

1. Includes Intercontinental (joint venture with Reed, 


Feldmuhle). 


2. Includes Skeena (joint venture with Svenska Cellulose), 
name changed from Columbia Cellulose when taken over by 
B.C. government. 


Source: MacMillan Bloedel 
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* 1 
PRICE MOVEMENTS -— MARKET PULP ~AND LUMBER | 


PULP LUMBER 
Canadian Dollars 2X4 
per air dry: short.ton Standard and better 


Canadian’ Dollars 
per thousand fbm 


May 1975 212.00 180.00 
June 1975 3125.00 166.00 
July 297 3 372.00 1.90200 
August 1975 312200 175,00 
September 1975 372.00 L70200 
Hetrover 19/5 372.00 160.00 
November 1975 372,00 182.00 
December 1975 372500 L9)5:.00 
January 1976 372.00 193800 
February 1976 309..00 207700 
March L976 369.00 E99 200 
Apmal, 1976 369.00 198.00 


ee 


Kraft bleached pulp 


KK 
Dry White Spruce 


Source: Richardson Securities of Canada, Research Department, 
"Forest Products Industry Statistics.'' (No date of 
publication.) 
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Tablepllecs 


CAPACITY OF SULPHATE 
* 
PULP MILLS = B.G. “1970 


Thousand tons 
per annum 
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Bratishn Columbia 


Forest Products (Crofton) 340 
Canfor (Port Mellon) 200 
Columbia Cellulose 

(Castlegar) Z40 
Crestbrook 

(Skookumchuk ) 140 
Crown Zellerbach 

(Elk Falls) ALS 
Intercontinental 

(Prince George) 210 
Kamloops Pulp & Paper 

(Kamloops) 90 
MacMillan Bloedel 

(Harmac) 470 

(Port Alberni ) 318 

(Powell River) 179 
Northwood 

(Prince George) 220 
Prince George Pulp & Paper 

(Prince George) 225 
Rayonier 

(Woodfibre) 200 
Skeena 

(Prince Rupert) 290 
Tansis 

(Gold River) 260 


a a 


* 
Destined for either internal use or market sales. 


Source: Government of British Columbia, Department of 
Industrial Development, Trade and Commerce, 


The bac Pulp & Paper Industry, Victoria, 


1970, pages 26-27. 
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NEWSPRINT 


In our previous discussion of the market for sulphate pulp, it was noted 
that nearly half of all pulp produced in Canada is mechanical and yet this 
commodity does not really enter into any market. The reason for this is 
straightforward. Mechanical (also known as groundwood) pulp has a low 
value/weight ratio and is thus rarely transported. It is the primary input 
in the production of newsprint and consequently groundwood mills and 
newsprint mills are generally located in close proximity, usually on the 
same site. In fact, for newsprint, the integration of pulp and paper production 
is so pervasive that it can be thought of as a single process. 


As was explained earlier, the mechanical process breaks down the bonding 
agent in wood by literally grinding the fibre. The non-cellulostic components 


of the wood remain in the pulp which explains the extremely high yield of 
the mechanical versus the chemical process (90 per cent versus 45 per cent). 
Also, paper made from mechanical pulp has the bulk and opacity essential for 
printing. However, the resultant pulp and paper are weak in mechanical 
strength and are subject to rapid discoloration. 


Newsprint is comprised of roughly 15 per cent chemical and 85 per cent 
mechanical pulp. It is a low-cost, low-weight, low quality form of paper. 
Newspaper publishers are the principal consumers of newsprint although some 
is used in comic books, telephone directories, and in "pulp" pocket books. 


Upon casual examination, newsprint appears to be a homogenous product. 
However, engineers differentiate it according to a multiplicity of dimensions 
including bulk, burst factor, tear factor, breaking length, stretch, 
brightness, and opacity. These factors are of considerable importance to 
printers as they determine the runnability of the paper through the presses, 
and the readability of the final product. 


STRUCTURE 


Concentration in mechanical pulp capacity is high in British Columbia. 
As of 1970, MacMillan Bloedel controlled 64.8 per cent of mechanical pulp 
capacity and together with Crown Zellerbach and British Columbia Forest 
Products held over 98 per cent of provincial capacity (see Table I1I.24, Page 103). 
Over the ensuing five years, Crown Zellerbach sold the failing Ocean Falls 
mill to the provincial government. Also Finlay Forest Industries (partly 
owned by Japanese interests) opened a 105 thousand tons per annum groundwood 
pulp mill at MacKenzie. Otherwise, the structure is today as it was in 1970. 


Because of the integration of pulp and newsprint facilities, it is tenuous 
to speak of minimum optimal scale in mechanical pulping alone. In general 
the size of the integrated plant is dictated by the technology of paper 
manufacture and thus enough pulp capacity must be available to continuously 
feed the paper machines. Be that as it may, we can still make some statement 
with regard to technical efficiency in mechanical pulping. 


Minimum optimal scale in conventional mechanical pulping has been placed 
at roughly 100 thousand tons per annum by Eklund. 2 The cost curve shown in 


Figure 2 relates to a groundwood mi Li processing spruce. (Per untGrcoc 
decline up to the 250 metric tons per day (100 thousand tons per annum) output 
level and then remain fairly constant over the range of the study. 


Crown Zellerbach places minimum optimal scale at twice this, but they do 
not support their estimate with any detailed cost analysis. ©? 


Changing technology in mechanical pulping is in effect lowering minimum 
optimal scale. Thermomechanical pulping, a process by which chips are steamed 
and then put through a pressurized refiner, produces a pulp which is superior 
to stone groundwood in burst, tear, and breaking length. The pulp is of such 


FIGURE 2 


MANUFACTURING COSTS OF GROUNDWOOD PULP AS 
FUNCTION OF MILL SIZE 
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quality in fact that it could obviate the need for additions of chemical pulp 

to mechanical pulp in newsprint production. ©4 Knowledgeable sources put minimum 
optimal scale for such mills at 50 thousand tons per annum, or half of Eklund's 
and one-quarter of Crown Zellerbach's estimate for minimum optimal scale of a 
conventional groundwood mill. MacMillan Bloedel has been an innovator in the 
thermomechanical pulping process. 


Not surprisingly, concentration in newsprint production capacity is also 
high--both for British Columbia and for Canada. Nationally, MacMillan Bloedel 
is the largest firm with 12.5 per cent of total capacity (see Table II.25). 
Within British Columbia the firm accounts for nearly two-thirds of total 
capacity with the other three producers trailing far behind (see Table II.26). 


There is only scanty and contradictory information on minimum optimal 
scale in newsprint. Crown Zellerbach places minimum optimal scale at 
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250 thousand tons per annum.©° Eastman and Stykolt estimated that an efficient 
mill would house two paper machines and would have an aggregate capacity of 

200 thousand tons/annum.©© Eklund finds that all important scale economies 

are exploited at the 160 thousand tons/annum output level and further increases 
in cucput. Lead to little or no cost savings per unit produced. ©7 (See Figure 3.) 
A local engineering firm which designs newsprint mills puts minimum optimal 
scale at 165 thousand tons per annum. If we assume that the engineers are 
correct this implies room in the British Columbia industry for a maximum of ten 
plants of minimum optimal scale, twice the number currently in operation. 


FIGURE 3 


MANUFACTURING COSTS OF NEWSPRINT AS 
FUNCIION OF MILL SIZE 
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Koa, the determination of seller concentration is more difficult than 
producer concentration. British Columbia producers sell only 8 per Cent sor 
their production in Canada, the remainder being exported (see Table Lise cei 
Nearly two-thirds goes to the United States, 12 per cent to the Far East, and 
most of the remainder to South America and Oceania. Interesting as these 
statistics may be, they yield little information on either market shares or 
seller concentration because they do not refer to actual markets in any 
meaningful sense. Newsprint has a relatively low value/weight Yat1o and 
therefore transportation costs impose rigorous constraints upon the markets that 
British Columbia producers can successfully enter. In the United States, 
British Columbia producers are essentially limited to the area west OL che 
Rocky Mountains. However, the forces which prevent them from shipping 
beyond this area also prevent eastern Canadian and U.S. mills from shipping 
to this market.C° In 1975, 99 per cent of British Columbia exports to the 
United States, 71 per cent of total British Columbia exports and "Oo. DeLecent 
of British Columbia production went to the eleven western States (plus 


Alaska and Hawaii). British Columbia, and particularly MacMillan Bloedel, 
are forces to be reckoned with in this market, supplying as they do 
42.2 per cent and 27.5°per cent respectively of the area's consumption. 


British Columbia producers dominate several other national markets, 
furnishing more than 20 per cent of the newsprint consumption of Pakistan, 


Singapore, Taiwan, El Salvador, and Ecuador, and more than 10 per cent of 
the consumption of Indonesia, Malaysia, Hong Kong, Venezuela, and Argentina 
(see Table II.28). The province provides roughly 10 per cent of Canadian 
consumption but again considering transport costs the actual market is 
probably the area west of the Rocky Mountains. Assuming this market 
segmentation exists, the British Columbia producers effectively control the 
western Canadian market with MacMillan Bloedel supplying roughly 60 per cent 
of the region's consumption. 


The western United States are unambiguously the most important market 
of British Columbia newsprint and therefore deserve a more detailed 
investigation. Concentration in production capacity is high (see Table I1.29), 
with the largest four firms accounting for 79 per cent of the area's total 
capacity. MacMillan Bloedel is the largest with 38 per cent of capacity, twice 
the size of its nearest competitor, Crown Zellerbach. These production 
statistics, however, overstate the market shares of the British Columbia mills, 
because, as noted above, roughly one-third of the province's output is 
shipped to areas other than the western United States (see Table II.27), The 
western U.S. mills, however, export negligible amounts of newsprint, and thus 
their share of their domestic market is understated in the capacity data. 
Our estimates indicate that MacMillan Bloedel accounts for 27.5 per-cent of 
the sales in this market, while the firm has stated that it holds 30 per cent. 
It is the dominant firm. Several of the U.S. producers are not freely 
supplying newsprint on the open market, but instead are tied to newspaper 
publishers. Publishers Paper is controlled by the Times Mirror Company which 
in turn operates the Los Angeles Times. ‘The Times is the largest paper in 
the region and its consumption of newsprint, 365 thousand tons per annum, °© 
represents 22 per cent of total consumption and nearly 100 per cent of 
Publishers Paper's output. 


The Hearst Corporation holds 15 per cent of Southwest Forest Industries 
and publishes the Los Angeles Herald-Examiner, the San Francisco Examiner, 
and the Seattle Post-Intelligencer, whose combined newsprint consumption 
(126 thousand tons per annum) represents nearly 8 per cent of total western 
United States consumption. 


In addition, Inland Empire Paper Company has an equity relationship 
with Cowles Publishing, a Spokane, Washington newspaper publisher; and the 
West Tacoma Newsprint Company, operated by Boise Cascade, has links with 
30 independent publishers. In total, more than a quarter of the production 
Capacity of the area is tied through equity relationships to western U.S. 
newspaper publishers. Assuming that these mills were run at 90 per cent 
Capacity in 1975, they would have accounted for 42 per cent of the newsprint 
consumption of the area, which gives some indication of concentration on 
the buyers' side of the market. Newspaper publishing is big, and evidently 
profitable, business. 


Owen found that: 


About half of all U.S. datly newspapers are owned by or are 
affiltated with newspaper chains. It ts probable that thts 
results both tn certain cost economtes and tn some degree of 
monopoly advantage in national advertising. /? 


Amongst these "certain cost economies" one might suspect pecuniary 
economies as a result of oligopsony power in the newsprint market. In the 
western U.S. market, the Hearst, Ridder, Times Mirror and Newhouse chains 
operate multiple newspapers. Their publications in the major cities of the 
Pacific Coast (Los Angeles, San Francisco, Portland and Seattle) accounted 
for nearly 40 per cent/ of all newsprint consumed in the western region. 

In addition to this obvious purchasing power, one must pay some attention to 
the more nebulous "power of the press". Initially it was pressure brought 
upon the U.S. government by the U.S. publishers which resulted in the removal 
of tariffs on Canadian newsprint. One suspects that those same publishers 
would not hesitate to bring pressure again for government action if they 
perceive irregularities in the behaviour of their newsprint suppliers. This, 
however, remains an unproved supposition. 


In the western Canadian market, the major papers (Vancouver Sun and 
Province, Victoria Daily Times and Daily Colonist, Edmonton Journal, and the 
Calgary Herald) account for nearly all of British Columbia's Canadian sales of 
newsprint which represent only 8 per cent of British Columbia production. 

These papers do not exert power through the quantity of newsprint purchased, 
however the producers would obviously be foolish not to maintain goodwill with 
the molders of public opinion in their own backyard. There is in fact evidence 
of preferential treatment for British Columbia publishers which will be 
discussed presently. 


We have not attempted to ascertain buyer concentration in the other 
markets in which British Columbia participates. In some cases the firms deal 
with individual publishers (Australia), in others they negotiate with centralized 
trading agencies (Mexico). 


CONDUCT 


Seller concentration in the western United States is characteristic of 
tight oligopoly. With the largest four firms controlling nearly 80 per cent of 
capacity, there will exist a strong recognition of the interdependency of 
pricing behaviour. 


A recognized interdependence extsts among a group of sellers in an 
industry when each of them tn turn controls a suffietent share of 

the common market that hts price changes (or output adjustments) 

will have a significant effeet on the selling prices or sales volumes 
of the others, so that competitors wtll react to hts prtce-output 
adjustments. Each of the sellers then recognizes thts and sets or 


alters his price or output in the light of the antictpated reactions 
by his rivals. This recognized interdependence, when TUROCCIG, 

may involve all of the sellers in an industry or only some of them. 
For example, the large sellers in an industry may have a mutually 
recognized interdependence, but the members of a fringe of small 
sellers may not recognize interdependence etther with each other 

or with the large sellers. Also, the interdependence which does 
exist may be strong or weak, tending generally to_be stronger as 

the degree of the seller concentration ts higher, (4 


Once recognized, firms can respond to this interdependence with a host of 
pricing policies ranging from outright collusion to outright predation (price 
warring). Both extremes are of course illegal in both Canada and the United 
States. Our evidence indicates that pricing in the western U.S. market 
conforms to the price leadership model--particularly the "barometric" 
leadership variant. Our findings are not original. 


Price leadership has been, and ts, the prevalent pricing practice 
followed by the newsprint industry. Thts conditton ts to be expected 
from the economic characteristics of the industry. In the first 
place, the demand for the product is quite tnelastte. Secondly, 
since fixed costs in newsprint productton are relatively large, 
excessive price competition ts particularly disastrous in the 
industry. Furthermore, large newspaper publishers, because of 

thetr financtal strength and ready access to the weapons of 
propaganda, are in a strategic position to exert pressure on newsprint 
producers to reduce prices. As a consequence, the producers of 
newsprint have customarily resorted to price leadership as a device 
for preventing excessive price competttton. 


The evidence of price leadershtp in newsprint ts extensive. For 

some 15 years prior to World War II, Internattonal Paper Company 

was generally recognized as the price leader tn all but the western 
region of the Untted States. During thts same pertod Crown Zellerbach 
Corporation, the largest western producer, was generally the price 
Leader. 


Stnee World War IT, price leadership has agatn been practtsed in 
newsprint, although with some signtficant difference. First, no 
single firm has consistently taken the lead tn setting prices. 
Second, several of the large Canadian newsprint firms have frequently 
taken the lead in tnittating price changes both tn Canada and the 
Untted States. Furthermore, price changes have not always been 
followed by all firms, although most have tended to follow. 7 


Price leadership models are divided into three types: dominant firm, 
collusive, and barometric. The first is characterized by one firm controlling 
the majority of the output in an industry with a fringe of small firms, none 
of which are large enough to influence price. This model is not applicable 
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here as all producers are large and no one of them controls more than a third 
of the industry. 


It is extremely difficult to distinguish between collusive and barometric 
leadership in both theory and practice. The former refers to a situation in 
which the principal firms recognize the benefits of co-operation and 
collectively have the power to set prices. In addition the leader must be 
willing and able to discipline any firm which deviates from LCs saicta. 
Examples of U.S. industries which at one time or other conformed to this model 
include cigarettes, steel, farm tractors, aluminum, rayon, nylon; in cans, 
and automobiles. /4 


Barometric leaders differ from collusive leaders in that they are 
occasionally ignored, they lose their leadership position and they actually 
only have the power to alter prices in recognition of real market changes 
(e.g., higher costs, increased demand). Whether the appropriate model to 
describe pricing in the western U.S. newsprint market is collusive or 
barometric leadership can best be determined by systematically tracing out 
price changes over the past 25 years. J.A. Guthrie provides us with an 
"interesting and illuminating" account. 


At the beginning of 1950, the New York price was $100 per ton. 
During that year, owing to uncertainty and apprehenston caused 

by the Korean War, the supply of newsprint became very ttght, 

and spot (noneontract) prices were reported to be as high as 

4160 and $200 per ton. In August 1950, Powell River, a large 
British Columbia company, announced a $10 price increase, 
effective October 16 with freight allowed to matn Pactfte Coast 
ports. ....But in October 1950, Internattonal Paper Company of 
New York announced an increase of $6 per ton (New York price $106) 
effective November 1. And despite the earlter $10 tnerease 
announced by Powell River and followed by several large Canadian 
firms, the $6 increase and price of $106 in New York prevatled. 
Canadian firms that had earlier announced the $10 increase revised 
their prices dowumward to a $6 increase. 


Newsprint continued in short supply in 1950 and 1951. This 
condition was indicated by the fact that in August, 1950, the 

spot price was reported to have risen above $200 per ton. Rtsing 
costs plus increased demand for newsprint produced another increase 
in 1951. In June of that year, Abittbt Power and Paper, an eastern 
Canadian company, announced a $10 price inerease, and a New York 
price of $116 effective July 1. Most large Canadian firms 
immediately followed this lead and announced a $10 increase 
effective July 1. Shortly thereafter, Crown Zellerbach of San 
Francisco also announced a $10 increase with a price of $116, but 
effective August 1. Another round of tnereases was tnittated by 
Abitibt and Consolidated Paper, two eastern Canadian producers. 
They announced another price increase of $10, gtving a New York 
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price of $126 effective June 15, 1952, All of the major Canadian 
companies followed thts lead. American newsprint firms did not 
immedtately respond to the inerease, but on July 19, 1952, Crown 
Zellerbach announced a $10 tnerease and a $126 price at Pacific 
Coast ports effective immediately. Four other Amertcan newsprint 
firms announced price increases effective October 1, but for 
amounts differing from those quoted by Croun Zellerbach....The 
New York price remained unchanged during 1958, 1954, and much of 
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Another price rise for the industry was heralded in 1955 when 

St. Lawrence Corporation, a Canadian firm, announced a $5 increase, 
and a $131 New York price effeettve November 1, 1955. Abtttbi 
Company also announced a $5 tnerease and a New York price of $131. 
But Canadian Internattonal Paper, a Canadian subsidtary of 
International Paper of New York, announced a $4 tnerease and a 

New York price of $130, and Powell River followed immediately 

with the same tnerease and price. Two other Canadtan companies, 
Anglo Canadian and Anglo Newfoundland, announced a still dtfferent 
tnerease and New York price; their figures were a $3 tncrease and 
a New York prtce of $129...Crown Zellerbach (announced) a $4 increase 
and a West Coast price of $130. 


The price held through 1956, but early in 1957, the pressure of 
tnereased demand and rtstng costs produced a further increase. 

On January 3, 1957, Abttibt Power and Paper, an eastern Canadtan 
firm, announced a $4 inerease and a New York price of $134 effective 
March 1. Within the next few weeks, most of the major Canadtan and 
Amertcan newsprint producers, tneluding Consolidated Paper, 

St. Lawrence, Bowater, Canadian Internattonal, Great Northern, and 
Crown Zellerbach, followed Abittbi's lead with a $4 inerease and 

a New York price of $134 per ton.... 


Thereafter, the price of newspaper stabilized and remained constant 
for a considerable pertod--from the first quarter of 1957 until 
late 1964, 


In November, 1964, MacMillan Bloedel, a British Columbia producer 
and successor to Powell River Company, tn a surprise move announced 
a $10 reduction to West Coast customers, thus reducing the West 
Coast price from $134 to $124 per ton. Other British Columbia and 
United States West Coast newsprint companies announced a similar 
price for West Coast customers. This reduction was roundly 
erittetzed by eastern Canadian and some American compantes, who 
refused to follow suit. Thus an eastern and western price was 
established, the latter being approximately $10 below the former. 
In October, 1965, the price began to weaken in eastern Canada, and 
Abtttbt and Consolidated reduced their prices $10 a ton to Canadian 
customers, However, this downward trend was reversed early in 1966. 
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The first evidence of thts came in March, 1966, when Crown 
Zellerbach ratsed its price in western markets to $134 a ton 
effective April 1, thereby restoring the price that had prevailed 
before the $10 cut tinittated by MacMillan Bloedel.... 


A rise tn the West Coast price of newsprint was indicated late in 
1966 when Croum Zellerbach announced an increase of $4 a ton and 

a West Coast figure of $138 effective January 1, 1967. Shortly 
thereafter, MacMillan Bloedel indicated that its West Coast prtce 
would be $137 a ton, effective June 1, 1967. Crown Zellerbach 
immediately lowered its price by $1 to meet the MacMillan Bloedel 
figure and made its price effective June 1 instead of January 1.... 


Ristng costs were again given as the reason for another price 
rise of $5 announced by International Paper in September, 1968, 
and effecttve January 1, 1969. 


This &5 increase was followed also by major West Coast producers, 
Croun Zellerbach and MacMillan Bloedel, but the West Coast 
differential was maintained, making the West Coast price $142 a 
ton. One small West Coast producer, however, West Coast Tacoma 
Newsprint Company, a firm owned by newspaper publishers, announced 
an increase of only $2 a ton, and a price of $139 effective 
January 1, 1969. 


Late in September of 1969, Bowater Paper announced a $5 increase 
and a New York price of $152 effective January 1, 1970. 
Consoltdated-Bathurst (formerly Consolidated Paper), Crown 
Zellerbach, Abitibi, MacMillan Bloedel, and Great Northern 
followed suit shortly thereafter.... 


In the fall of 1970, another price increase of $10 and a New 
York price of $162, effective January 1, 1971, was announced 
by Anglo-Canadian Pulp and Paper mills, an eastern Canadtan 
firm. The reasons given for the increase were declining 
profits and rising costs. Similar increases were then announced 
by Leading Canadian and American eastern producers, tneluding 
Great Northern. However, Botse Cascade Company, a West Coast 
American firm, announced a somewhat different figure--a $10 
inerease except in Texas, Oklahoma, Arkansas, Kansas, and 
Missourt. In these latter states, price increase was given as 
$8 a ton. MacMillan Bloedel and Crown Zellerbach of Canada 
followed with announced increases of SO" CON. «<: 


The foregoing record indicates that over the last 20 years the lead 
in setting newsprint prices has been taken by a number of different 
companies in Canada and the United States. Among American compantes, 
the price announced by International Paper (ineluding Canadian 


International) has prevailed most frequently. But three Canadtan 
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firms, Abitibi and Consolidated Paper in the east and MacMillan 
Bloedel in the west, have together had thetr announced prices 
prevatl more frequently than has Internattonal.... 


While the record of price leadership manoeuvres would seem to 

indicate quite frequent changes, the number of changes in 

newsprint has actually been relatively small. In the 21 year 

pertod considered, the Bureau of Labour Price Index of newsprint 

shows only 24 price changes. Of these, 11 occurred during 1950-1952.70 


The inflationary period of the early 1970's has seen another round of price 
increases similar to the flurry of changes in the 1950-52 period. West Coast 
prices stood at $163 per ton in January, 1973, and rose to $168 in March, to 
$178 in September, to $213 in March of 1974, to $245 in August, and to $280 in 
January of 1975. 


In the western market, MacMillan Bloedel, following the merger with Powell 
River in 1960, exercised price leadership for the first time in November, 1964, 
when "in a surprise move it announced a $10 reduction to West Coast customers". 
The price cut clearly established MacMillan Bloedel's leadership position as 
shortly thereafter Crown Zellerbach and the Los Angeles Times abandoned a 
planned joint venture to expand newsprint capacity on the West Coast. 
Presently, MacMillan Bloedel continues to exercise the leadership role in the 
western market. After an abortive attempt by Crown Zellerbach to raise prices 
in late 1975, MacMillan Bloedel announced an increase in early 1976 and, 


Croun Zellerbach Canada and Brittsh Columbta Forest Products 
announced on Tuesday (May 25, 1976) they wtll follow the lead 
of MacMillan Bloedel and inerease the price of newsprint by 
$20 per ton effective July 1, 1976.78 


Two observations should be made in concluding this discussion of conduct 
in the western U.S. newsprint market. First, barometric price leadership is 
not innocuous. "Although more than one economist has earned a high fee by 
doing so, it would be misleading to conclude that any leadership pattern which 
displays those characteristics is socially harmless."’/ “It has been 
mistakenly argued by some that barometric price leadership is generally 
associated with competitive pricing of the sort attributable to atomistic 
markets."/8 


Second, MacMillan Bloedel cannot exercise its leadership role with 
impunity. It is strictly constrained by potential entry from both eastern 
Canada and the United States, and from northern Europe. It is also constrained 
by the market and non-market power of the newspaper publishers to whom it sells. 


MacMillan Bloedel dominates the British Columbia market for newsprint 
but, on the surface, is benign in that domination. The price charged for 
newsprint in the Vancouver area is 5 per cent less than that charged 40 
miles south in the United States. The price differential is not explained 
by transport costs but is in actuality a gesture of goodwill and political 
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prudence. Whether the firm's behaviour is in fact benign is evidently under 
investigation by federal authorities. In September of 1976 the offices of 
MacMillan Bloedel, Crown Zellerbach, Domtar, Consolidated Bathurst, Abitibi 
and the Canadian Pulp and Paper Association were visited by combines 
investigators with warrants authorizing them to search for and seize documents 
relating to the marketing, sale and production of newsprint./9 As of this 
writing, the Department of Consumer and Corporate Affairs has: not released 

the results of these investigations.. 


| For completeness, it should be noted that an export cartel exists in 
the industry. The Newsprint Exporters Manufacturers Association, legal under 
Canadian law, represents a number of Canadian newsprint exporters in the Latin 
American and Far East markets. MacMillan Bloedel, on its own initiative, 
withdrew from this organization several years ago. However, MacMillan Bloedel, 
British Columbia Forest Products and Crown Zellerbach jointly hold Export Sales 
Company Ltd., which markets the firms' newsprint exports to South East Asia. 


PERFORMANCE 


A superficial comparison of our estimate of minimum optimal scale with 
the capacities of the Port Alberni and Powell River mills leads to the 
conclusion that they are significantly above the minimum size required for 
efficiency. The Port Alberni mill is rated at 390 thousand tons per annum 
and Powell River at 610, as compared with our estimate of minimum optimal 
scale at 165 thousand tons per annum. 


Both mills, however, comprise a number of newsprint machines, some 
half a century 01a.89 powell River has on-line machine number 5 (installed 
in 1926 but subsequently modernized), machine number 7 (installed in 1930 with 
50 thousand tons per annum capacity), machine number 8 (installed in 1948 
with 140 thousand tons per annum capacity), machine number 9 (installed in 1957 
with 130 thousand tons per annum capacity), and machine number 10 (installed in 
1967 with 160 thousand tons per annum capacity). Only machine number 10 comes 
up to minimum optimal scale although numbers 8 and 9 are not significantly 
below. Port Alberni produces newsprint on machines number 3 (installed in 
1957 with 122 thousand tons per annum capacity), number 4 (installed in 1958 
with 120 thousand tons per annum capacity), and number 5 (installed in 1963 
with 149 thousand tons per annum capacity). None of these is quite up to optimal 
scale. Both the Powell River and Port Alberni mills are, according to commentators 
both inside and outside the firm, reasonably efficient although neither would 
qualify as models of the state of technology. Over the 1970-74 period, the 
Powell River facility ran, on the average, at 99 per cent capacity, and the Port 
Alberni mill at 92 per cent capacity. The firm obviously is not maintaining 
excess capacity in its newsprint facilities. 


A determination of allocative efficiency would be extremely interesting 
in the case of newsprint. It is recognized as one of the most, if not the 
most, profitable groups within the firm. However, once again for want of 
data no estimate of this dimension of efficiency can be made. 
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With reference to progressiveness and product quality, the firm rates 
well according to representatives responsible for the newsprint purchases 
for several major newspapers. Changes in the technology of printing have 
necessitated stronger paper capable of being run through high speed presses. 
MacMillan Bloedel and other British Columbia producers have responded to 
this need and indeed British Columbia newsprint has a reputation for a 


quality product. 


In the face of increasing input costs the firm reduced the basic weight 
of its newsprint from 32 to 30 pounds (i.e., 30 pounds for 500 sheets 
24 inches by 36 inches) with no deleterious effects on either runnability 
or readability. Furthermore, the firm's innovations in the use of thermo- 
mechanical pulping is resulting in a quality newsprint with less chemical 
pulp inputs and hence at a lower cost. 


Summary 


Newsprint is highly concentrated at the producer level within British 
Columbia and at the seller level in the major markets open to the provincial 
mills. MacMillan Bloedel acts as price leader in the western United States 
and in western Canada. Our evidence indicates that the leadership system 
conforms to the "barometric" model and not to the collusive price leadership 
model. The firm's facilities are reasonably efficient but are not 
pacesetters for the industry. The firm's and the province's newsprint product 
is recognized to be of high quality by newsprint consumers. 
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Table I1I.24 


CONCENTRATION OF MECHANICAL PULP CAPACITY 


1970 - B.C. 
M tons per rote total 
annum Bal. “Capaciuy 
MacMillan Bloedel 910 64.8 
Port Alberni 338 
Powell River STZ 
Crown Zellerbach 290 LW 
Elk Falls 200 
Ocean Falls 90 
Brce Forest Products 180 Is 
Crofton 180 
scott. Paper 24 ee 
New Westminster 24 
TOTATS. 1B. Ga 1,404 100.0 


ee es ee ee 
Source: Government of British Columbia, Department of 
Industrial Development, Trade and Commerce, 


The B.C. Pulp & Paper Industry, Victoria, 
1970, pages 26-27. 


Table 12.25 


CONCENTRATION IN NEWSPRINT PRODUCTION CAPACITY 


MacMillan Bloedel 
(3 mitts) 


Canadian International 
Paper | (3 <mulis) 


Abitibi 
(6 mills) 


Consolidated Bathurst 
(5 mills) 


LARGEST 4 


Price Company 
(4 mitic) 


Ontario Paper 
(2 mitts) 


Bowaters Canadian 
Corporation (2 mills) 


Great Lakes Paper 
CE amt Ls) 


LARGEST 8 


TOTAL CANADA 


Source: Canadian Pulp and Paper Association, 


1974, page 2. 


CANADA 1975 


M tons Zh, of total Canadian 
per annum capacity 
L27456 L235 
So yi ge 
1,080.0 106 
L,01L8.5 LO 0 
A es 44.4 
994.0 9.7 
oe Tee 
563.9 5.5 
429.8 4.2 
fe 71.0 

10,200.0 100.0 
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Annual Newsprint Supplement - 


Table II.26 


CONCENTRATION IN NEWSPRINT PRODUCTION CAPACITY 


BOS SAS hs 
M tons OE Oe ae: 
per annum B.C. Capacity 
* 

MacMillan Bloedel 1,000 O22 

Port Alberni 390 

Powell River 610 
B.C. Forest’ Products 262 | Lom 
Crown Zellerbach 245 P5ec 
Ocean Falls 100 Geo 
TOTALS. Ces 1,607 100.0 


ere 


* This capacity estimate differs from that of the C.P.P. (see Table II.25) 
due to different assumptions of annual operating days. 


Source: Mac Millan Bloedel. 
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Table Ile2/ 


DESTINATION OF B.C. NEWSPRINT 


1975 
Emotes Gr 
Destination M. tons Production 
Canada 91 S20 
Exports 1,044 9270 
ese 754 66.4 
Far fase 132 Ti. 6 
South America 78 6.9 
Oceania 44 3. 9 
Others 36 be 
TOTALAB SCs 1,135 100-0 


Source: Gouncil of Forest Industries, “Annual 
Report 1975"; Statistics Canada, 
Exports by Countries January-December, 
1975, Catalogue 65-003, Infcrmation 
Canada, Ottawa, 1976, page 362; 
Government of British Columbia, Dept. 
of Economic Development, B.C. Summary 
of Ecotiomic Activity = gis Vicucria, 
1976, pages 8-9. 
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Tablesll.28 


NEWSPRINT MARKET SHARES 
B.C. & MACMILLAN BLOEDEL 


1975 
Imports B.C. share MB share 
Consumption Promo. Gs of market of market 

M tons M tons h h 
MARKET 
Singapore 30 24 80.0 49.8 
El Salvador 10 i 13,0 Ee 
Taiwan 47 22 46.8 Zoe 
Western ieee eo a 741.4 42.2 Pa ee 
Ecuador 16 7 43.8 ZI 32 
Pakistan ops it iol) 22e1 
Hong Kong =P) 10S) 23 a3 176 
Argentina i223 Za PAGS) 1226 
Malaysia 40 oi 20.0 Ltt 
Venezuala 88 16 18.2 1G Bs) 
Indonesia 90 16 any, Pe: 1M 
India Paige) 31 13.5 S20 
Brazil 230 25 UN 8 Bae, i150 
Australia 470 44 9.4 Died 
Mexico 240 22 O52 Sed 


1. 11 Western states plus Hawaii and Alaska. 
2. Assuming MacMillan Bloedel has same proportion of British Columbia 
exports as it does of British Columbia capacity. 


Source: Statistics Canada, Exports by Countries, Vol. 32 - No. 4, 
Catalogue 65-003, Ottawa, 1976; Canadian Pulp & Paper Association, 


Newsprint Data: 1975, 1976, 
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Table II.29 


CONCENTRATION IN NEWSPRINT PRODUCTION 
CAPACITY -— WESTERN NORTH AMERICA 


ToT 5 
Capacit ee 
et Pae te relationship 
MoE tons book “total with western 
per annum area capacity U.S ..publisner 
MacMillan Bloedel 1,000.0 So aL no 
Port Alberni, B.C. 390.0 
Powell River, baGe 610.0 
Crown Zellerbach 456.0 17.4 no 
Bike Palic.eb.C. 245.0 
Port Angeles, Wash. 19.6 
Wauna, Ore. 2a 
West Linn, Ore. 2.9 
Publishers Paper 361.4 ES ee, yes 
Newburg, Wash. 15330 
Oregon City, Ore. 207.8 
B.C. Forest Products 702.0 LOS no 
Cropton, B.C. 262.0 
Boise Cascade 156.0 Swe yes 
Tacoma, Wash. 1563.0 
Southwest Forest Products 154.0 bed yes 
Snowflake, Arizona 154.0 
Garden State 108.0 4.0 no 
Pomona, California 108.0 
Ocean Falls Corp. 100.0 338 no 
Ocean Ealisy Boece 100.0 
Inland Empire 26.0 abe 8 yes 
Millwood, Wash. 26.50 


ZeOo de 


Source: American Paper Institute and Table I1.26 
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FINE PAPER 


The products comprising the fine paper class are extremely heterogeneous 
with many being very imperfect substitutes for others. Included in this class 
are the following grades: bonds, ledgers, writing papers, book and coated 
papers, cover, blotting and gummed papers, cardboards, bristol and blanks. 
Excluded from this class are groundwood printing and specialty papers (containing 
more than 50 per cent mechanical pulp) as they are more closely related to 
newsprint than to the fine papers. 


The "fineness" of fine papers is a function of the quality of fibre used 
in their production. Lower quality is associated with high proportions of 
mechanical pulp while the best grades use linen or cotton in addition to 
chemical pulp. 


The end use of fine papers is manifold. Envelopes, letterhead, writing 
pads, and business cards are but a small sample of the uses to which fine 
papers are put. A large proportion of fine paper production passes through 
printing houses before reaching final users and hence the printing trades 
represent a significant set of customers as they determine in large part the 
papers they will use. 


STRUCTURE 


Canadian production of fine paper in 1974 was 803 thousand tons of which 
247 thousand tons were exported. Imports stood at 113 thousand tons making 
for domestic consumption of 669 thousand tons.8! pomestic producers are 
insulated by a 12.5 per cent tariff which has been of declining effectiveness 
over the last ten years. Imports have increased from 21 thousand tons to 
113 thousand tons, or from 5.6 per cent to 16.9 per cent of domestic 
consumption, over the last decade. 


Producer concentration is extremely high in Canada (see Table II.30, page 
115). The largest manufacturer, Domtar, accounts for one-third of national 
capacity while the top four (Domtar, Abitibi, Eddy and Rolland) together account 
for over 90 per cent. These firms are all multi-plant with Domtar operating 
five mills (16 paper machines), Abitibi with two mills (11 machines), Eddy 
with three mills (10 machines) and Rolland with two mills (8 machines). The 
Domtar, Abitibi, Eddy and Dryden mills are all integrated facilities with 
on-site pulp manufacture... Rolland relies upon market purchases of pulp while 
MacMillan Bloedel ships from its own pulp mills to the New Westminster operation. 


Fstimates of minimum optimal scale indicate that there are considerable 
scale economies in fine paper production up to at least the 70 thousand ton 
per annum level. 8? The critical issue, however, is not plant Size obutervather 


the length of production runs. 


In the printing and writing grades, for example, the Canadtan mills 
are called upon to produce an extremely wide range of products in 
relatively small quantittes; as a consequence, the substantial 
economies arising from long production runs are not generally 
available. During 1974, three U.S. companies each individually 
produced more than 700,000 tons of printing, writing and related 
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papers, and etght others each produced more than 400,000 tons. In 
Canada, during 1974, all of the producers of oe same grades 
together manufactured a total of 715,000 tons. 


These "product-specific" as opposed to "plant-specific" economies have of 
late received considerable attention from industrial organization economists®4 
and are of importance in industries producing heterogeneous outputs (i.e., fine 
papers). No estimates of the magnitude of these "product-specific" economies 
are available other than a consensus opinion amongst those questioned that 
they are "very significant". 


Seller concentration is more difficult to determine. From Table I1.30 it 
is clear that nearly all fine paper is manufactured in either Quebec or Ontario. 
The explanation for this is straightforward: fine paper consists of a 
substantial proportion of hardwood pulp (roughly 70 per cent in the East) and 
this input is relatively abundant in both Ontario and Quebec compared with 
British Columbia. This coupled with the fact that the majority of Canadian 
production is consumed in the East has led to the concentration of the 
industry in that area. Although transportation costs do not preclude intra- 
national shipments, market shares in British Columbia do not mirror shares 


of national production. MacMillan Bloedel, with less than 4 per cent of 
national capacity, accounts for 60 per cent of the British Columbia market, 
according to officials of the firm. Assuming that British Columbia consumes 
roughly 10 per cent85 of national consumption this implies that all of 
MacMillan Bloedel's Island Mill's output is used within the province. 


Buyer concentration in fine papers is relatively high as over three-quarters 
of all mill shipments go to a small number of wholesalers, while the remainder 
goes to converters manufacturing stationery products such as envelopes, writing 
pads, file folders and the like. A number of wholesalers are in turn held by 
the manufacturers. Domtar, Abitibi, and Rolland each control several merchant 
houses. 


Within the British Columbia market five merchant houses, Coast Paper, 
Barber-Ellis, Crown Zellerbach, C.I.P. Van Pac, and Smith, Davidson and Lecky, 
essentially control the merchant trade. C.I.P. Van Pac is held by Canadian 
International Paper, and Crown Zellerbach is a part of the forestry group of 
the same name. Interestingly, Crown Zellerbach does not produce fine paper in 
Canada and its merchant house operates much like the unintegrated wholesalers. 
The two major houses, Coast and Barber-Ellis, account for roughly two-thirds of 
the paper distributed through the wholesalers. 


The high level of concentration among the merchant houses is not explained 
by scale economies in wholesaling. Distribution by the houses is a fairly simple 
system. Large orders are drop-shipped while smaller orders are sorted on the 
shop floor from inventory. Maintenance of a full line does require considerable 
inventory costs but these are not so large as to preclude entry. Moreover, 
demand has increased steadily over the last 20 years, the merchant houses 
have prospered and yet, strangely, there has been little entry into the industry. 
Evidently some barrier to entry, other than scale economies or capital requirements, 
presents a strong impediment to potential competition. 
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CONDUCT 


Market conduct of fine paper manufacturers and merchant houses is of 
Considerable interest for this industry was the object of one of the successful 
prosecutions in the history of Canadian Anti-Combines enforcement. On June 4, 1954, 
seven fine paper mills, twenty-one fine paper merchants and the secretary of the 
Canadian Paper Trade Association were found guilty of offences contrary to 
Section 498 of the Criminal Code. 


Of the seven mills, four were controlled by Howard Smith Paper Mills, 
which was subsequently taken over by Domtar. Co-conspirators R.B. Eddy and 
Rolland Paper continue to hold significant shares of Canadian output. Of the 
_ twenty-one merchant houses named in the case only Barber-Ellis holds a considerable 
share of the West Coast market. MacMillan Bloedel did not manufacture fine 
paper at the time and was not involved in the case. 


The way in which the collusive arrangements operated is best described 
anecne words of Roach, J<A.: 


Phere were, in effect, two conspiracies within the larger one, 
and to apprectate fully how that larger one operated it ts helpful 
to Look first at the consptractes within tt and how they operated. 


The Mills met regularly in meetings of the Book and Writing Section 
of the Canadian Pulp and Paper Assoctation (C.P.P.A.). As a result 
of thetr ditscusstons in those meetings, they agreed on a common 
price schedule for common use among the Mtlls....Those schedules 
covered not only prtces but also conditions of sale, classification 
of customers, charges for "differentials", freight zones and 
Loyalty and quantity discounts. Over the years we find the Mills, 
in addition to being governed by the untform prices, agreeing to 
"protect" one another's accounts, that is to say, not to compete 
with one another even in the matter of salesmanship with respect 

to these accounts....It ts difficult to concetve of any arrangement 
that could have been more complete and effective. Operating within 
that agreement we find those Mills acting in concert to avotd 
bringing up the quality of cheaper and lower grades to prevent them 
interfering with the sales of higher priced lines.... 


As might be expected, it was more difficult for the Merchants across 
Canada to organize themselves into an effective and tight group than 
it was for the Mills. Nevertheless, despite these difficulties, the 
evidence discloses that they dtd so.... 


Through their membership in the Canadian Paper Assocration GN 2 sR 
and/or those organizations within it, the aceused Merchants and the 
co-conspirator merchants were as tightly and effectively organtzed 
for their oun purposes as were the Mills. 


The Merchants had their price schedule,... 

It was most comprehensive in regulating all facets of the industry 

at the wholesale level. Wtthin each of the four territortal divistons 
there was a common price for spectfied grades for that particular 
division but as between divitstons the prices were not always the same. 
However, the Merchants in one diviston "respected" the prices of 
Merchants tn every other diviston so as not to undersell them. 
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. One great difference between the Mills' organtzation and those of the 
Merchants was this--the Merchants: had the audtt system through whtch, 
by their own consent, they were policed to ensure that, as between 
them, there would be no cheating tn observation of thetr common 
agreement. 


I come back now to the larger consptracy. 


The Mills as a group, having agreed on common prices and almost every 
other concetvable conditton at the production level, were still faced 
with competition from foretgn mills. They had, throughout the period 
covered by the indtetment, certain tariff protection against it. 


However, tt ts as plain as a ptkestaff from the evidence that they 
wanted to fortify thetr postition still furchers iIn-order to do co 
they needed the co-operation of the Merchants. 


The Merchants as a group, having agreed on common prices at the 
wholesale level, wanted protectton against competition from other 
merchants outside thetr group. That requtred co-operation from 
the Mills in two respects: first, the Mills to refrain from 
selling to any outstde C.P.T.A., and second, the Mills to grant 
the Merchants within C.P.T.A. such favourable purchase terms that 
other merchants dependent on foretgn mills for thetr supply could 
not survive the competttton. 


Here was an area tn which the two groups could combine, and, by each 
giving the other the assistance tt needed, together they could 
monopoltze and control thetr common part of the fine paper industry 
tn Canada, the Mills at the production level and the Merchants at 
the wholesale level. In my opinton the evidence leads to the 
trreststtble coneluston that they entered into a mutual asststance 
pact to accomplish that end . 26 


Succinctly, the mills and the merchants, through their respective trade 
associations, protected each other from competition. The mills denied their 
output to non-member merchants and the merchants denied outlets to non-member 
mills. This arrangement prevailed for 20 years. In traditional Canadian 
fashion the remedies imposed were conduct oriented. The guilty were fined 
and forbidden to continue their collusive behaviour. The structure of the 
industry on the sellers' side was unchanged, it remained concentrated. Nor 
was there any tampering with the structure of the merchant houses. 


The long history of collusive behaviour in combination with no fundamental 
Change in the market structure which facilitated that behaviour leads one to 
Suspect the degree of competition existing in the industry today. While it is 
not within the scope of this study to ferret out combinations in restraint of 


trade we can provide evidence which is symptomatic of certain types of market 
conduct, 


It should be noted at the outset that while both manufacturers and 
wholesalers are few in number, there is a proliferation of commercial printing 
houses, the chief customers of the merchant houses in British Columbia. As of 
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1975, Statistics Canada lists 205 printing establishments, nearly all of which 
were independent firms, operating in the province, 87 Also, there has been 
little entry into the industry either at the manufacturing or the wholesaling 
level. MacMillan Bloedel entered with its acquisition of the Powell River 
Company's one machine mill in New Westminster in 1960. On the wholesaling 

side, Barber-Ellis has operated in British Columbia since 1912, Coast Paper since 
1941, and Smith Davidson and Lecky since 1907. Crown Zellerbach is a recent 
entrant, having taken over Columbia Paper Company in 1959. Clearly, Crown 
Zellerbach was an advantaged entrant relative to any unintegrated firm; while 

it produced no fine paper in Canada, it could, if it encountered difficulties 


in supply, rely upon the parent which has large production facilities in 
Calirornia. 


A detailed and systematic comparison of prices charged for various grades 
and lots by the merchant houses shows striking similarities. Industry sources 
explain that a common, complex mark-up formula is applied by the merchant 
houses, resulting in similar if not identical prices. 


Industry sources also indicate that a degree of loyalty still exists 
between the Canadian mills and the merchants. In fact, during the strikes of 
1975, one merchant house was exhorting its branches to continue to order 
through the regular Canadian mills which in turn would procure the paper from 
stock or from American mills. 


This is all admittedly fragmentary evidence from which one cannot with 
certainty determine whether remnants of the mill/merchants arrangements which 
were exposed in Regina v. Howard Smith Paper Mills et al continue to this day. 
Representatives of MacMillan Bloedel contend that they participate in no such 
formal or informal agreements. Also it should be remembered that the firm's 
entry into the industry diluted the control of the eastern mills (the original 
conspirators) in the western market. Additionally the marked increase in 
imports tends to dilute the effectiveness of restrictive arrangements. 
Nonetheless, the industry does not have the characteristics of vibrant 
competition. 


PERFORMANCE 


As mentioned above, it is extremely difficult to make estimates of minimum 
optimal scale in fine paper. Product-specific rather than plant-specific 
economies seem to be of primary importance in any evaluation of technical 
efficiency. The MacMillan Bloedel mill on Annacis Island is relatively new, 
constructed in 1959 and subsequently expanded to roughly 30 thousand tons 
per annum capacity. Representatives of the firm explain that the mill is 
relatively efficient but is plagued by constant set-up costs as it switches 
from production of one paver tvve to another to accommodate the regional 
market. Over the 1970-74 period the Annacis Island mill has been run, on the 
average, at 91 per cent of its capacity. The firm obviously does not maintain 
excess capacity in its fine paper facilities. 


Once again, due to lack of profit data, we can make no statement of 
allocative efficiency. 
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Summary 


Fine paper manufacture is of slight importance to MacMillan Bloedel. 
Its mill is small compared to the operations of its eastern competitors but 
large relative to western Canadian market. Historically the industry has been 
characterized by restrictive practices. The industrial structure which spawned 
these practices is unchanged, with the exception of some entry, an example of 
which is MacMillan Bloedel's British Columbia facilities. Performance in the 
dimension of technical efficiency seems adequate given the narrowness of the 


market. 
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TablemwEL.s0 


* 
CONCENTRATION OF FINE PAPER CAPACITY 


CANADA 1974 
Capacity é Of total 
Firms & Component Plants m t/a capacit 
Domtar 214.) 33.6 
Beaunarnois, P.Q. 12.0 
Cornwall, Ontario 180.0 
Don Valley, Orn 10.5 
St. Catharines, Ontario 42.0 
Windsor. P.O. 307.0 
Abitibi-Price (Rebel poe 
Thunder Bay, Ontario 93.0 
Thorold, Ontario OT 
Eddy L750 214 
|g hic RAL BAA Oe oko a 
Ottawa, Ontario 35.50%, 
Espanola, Ontario 45.0 
Rolland 120.0 Ta) 
ote Jerome, P.Q. LOC 20 
Mt. Rolland, P.Q. 20.0 
Dryden (Reed) Cue) ies!) 
Dryden, Ontario 32 
MacMillan Bloedel 30.0 Beech 
New Westminster, B.C. 30.0 
TOTAL CANADA ST650 100.0 


nc 
Printing, writing and related grades - excludes groundwood, and coating 


operations. 


Source: Canadian Pulp and Paper Association, Directory of Pulp and Paper 


Mills in Canada, 1974. 
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LINERBOARD/PACKAGING 


The output of papermills is subdivided into two broad categories, paper 
and paperboard. The distinction is made on the basis of rigidity, weight and 
thickness with the board being heavier, thicker and more rigid than paper. 
Paperboard is further subdivided according to end use into containerboard, 
boxboard, and building board. Of these three containerboard is by far the most 
important, accounting for 55 per cent of all Canadian board production (by weight) 
Milora, ana &/ per cent of total board exports. 88 


Containerboard is further divisible into corrugated and solid fibre 
material. The former refers to a combination of one or several plies of heavy 
paper lining and fluted sheet (corrugating material). Because of the insulation 
Velue;sotrength, low cost and light weight, corrugated containerboard is one 
of the most common packaging materials in use today. In fact the industry looks 
toward the day when it will find wide application in non-packaging fields such 
as cabinetry and furniture. 


MacMillan Bloedel is a major producer of linerboard, the lining material 
in corrugated and solid fibre containerboard, and is integrated forward into 
Epe-manuracture and distribution of corrugated containers in British Columbia, 
Alberta, Saskatchewan, and Manitoba, the United Kingdom and the United States. 
Essentially there are two separate markets, that for linerboard and the market 
for the finished container. We will consider each in turn. 


STRUCTURE 
Linerboard 


Linerboard is manufactured primarily from unbleached Kraft pulp due to the 
strength of this fibre. Nearly all Canadian mills producing Kraft linerboard 
are also producers of Kraft pulp and thus the concentration of production found 
in the latter is reflected in the level of concentration in the former. As of 
1975, four firms accounted for nearly three-quarters of Canadian capacity and 
the eight largest firms essentially controlled total Canadian capacity (see 
Table II.31, page 124), Foreign competition has evidently not been significant 
as Canada is a net exporter of linerboard and foreign sources account for less 
than 8 per cent of domestic consumption (see Table II.32). 


Concentration in national capacity is in large part.explained by technical 
imperatives. Eastman and Stykolt placed the smallest efficient size of an 
integrated linerboard mill at 213 thousand tons per annum. Unfortunately 
they had no estimate of costs at outputs above or below this minimum. A more 
detailed engineering study indicates that average costs for a Kraft liner mill 


(integrated with a sulphate pulp mill) decline rapidly ups to x,oughly the 

195 thousand tons per annum level and then remain fairly constant up to at 

least a 400 thousand ton per annum capacity. 20 Technical efficiency thus 
mandates a four firm concentration ratio of 56 per cent with each firm operating 
just one minimum optimal scale plant. That this estimate of minimum optimal 
scale is reasonable is attested to by the fact that the two most recent entrants 
to the industry, Eurocan and Labrador Linerboard, constructed mills (200 and 

300 thousand tons per annum respectively) compatible with the estimate. 
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Concentration in production significantly understates seller concentration 
as the market is not actually national in scope. Linerboard has a relatively 
low value/weight ratio and thus is sensitive to transportation charges, especially 
truck or rail transportation, 


MacMillan Bloedel supplies 32 per cent of the British Columbia linerboard 
market 21 and, according to the following calculations, 43 per cent of the 
linerboard used in the four western provinces. In 1972 it shipped 38.6 thousand 
tons of linerboard to the western Canadian market (Manitoba, Saskatchewan, 
Alberta and British Columbia). In that year 602.0 thousand tons of linerboard 
was used in corrugating plants in Canada.?2 Of this roughly 15 per cent, or 
90.4 thousand tons, was consumed in the four western provinces. 93 Therefore, 
MacMillan Bloedel held 43 per cent of this market. 


However it appears that the relevant market is not the four western 
provinces.94 The firm, in supplying its corrugating plants in Manitoba and 
Saskatchewan does not ship from its own mills but rather "tonnage requirements 
of linerboard are traded with an eastern Canadian supplier to effect freight 
savings". 9° Evidently most of the firm's domestic shipments of linerboard go 
to Alberta and British Columbia. If then, the firm supplies 32 per cent of the 
British Columbia market, 43 per cent of the combined British Columbia, Alberta, 
Manitoba and Saskatchewan markets but actually ships very little to the 
latter two provinces, the clear implication is that it supplies the bulk of 
the Alberta market. A rough calculation puts that share at 100 per cent an 
1972.96 However, recently another firm has entered this market.9?/ 


Corrugated Containers 


In the market for corrugated containers, it is evident that there is a 
considerable amount of concentration on the sellers' side. Corrugated paper 
is bulky and cheap and hence is rarely transported long distances. Consequently 
actual markets are spatially quite narrow, certainly not national, rarely 
provincial, and are for the most part, regional. 


As of 1973, MacMillan Bloedel was one of three firms operating in 
Manitoba, the only firm in Saskatchewan, one of two in Alberta, and one of 
four in British Columbia.28 In that year its sales of $23 million?? represented 
39.8 per cent of total value of shipments of corrugated paper products in the 
four western provinces. This percentage conforms to the firm's own estimate 
of a 38 per cent share of the British Columbia market, 


Few estimates of minimum optimal scale in the nufacture of corrugated 
containers exist. Eastman and Stykolt's estimates are consistent with 
those of industry representatives who place minimum optimal scale at roughly 
15 thousand tons per annum. Assuming that this is the case, concentration is 
in large part explained by the technology of the industry. MacMillan Bloedel's 
plant in Regina, the only corrugating plant in Saskatchewan, has a capacity 
of 10 thousand tons per annum. The Edmonton plant, again the only plant in 
the area, is rated at 28 thousand tons per annum. The Winnipeg and Calgary 
facilities, both of which compete locally with Domtar subsidiaries, are both 
rated at 16 thousand tons per annum. 
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CONDUCT 


MacMillan Bloedel's strong position in the western Canadian linerboard 
market and in regional corrugated container markets gives the firm the 
potential power to practise price squeezing in either or both markets. Two 
questions emerge. Did the firm use its position in linerboard to weaken 
corrugated container manufacturers, thereby facilitating entry of MacMillan 
Bloedel into that market? Is there evidence that the firm uses its position 
in both markets to preclude entry into either? 


The answer to the first question requires a brief review of the history 
of MacMillan Bloedel's acquisition of Martin Paper, its container 
manufacturing arm. Fortunately that history, and the environment of both 
industries at the time is richly documented in the 1962 Restrictive Trade 
Practices Commission's report on linerboard and shipping containers. The 
Commission, in addition to detailing a conspiracy in restraint of trade of 
which 20 firms were found guilty, systematically investigated acquisitions 
over a twenty year period. One of these was the acquisition of Martin Paper 
by the Powell River Company (1954), the sale of half interest in Martin Paper 
to MacMillan and Bloedel (1958), and the eventual merger of the Powell River 
Company and MacMillan and Bloedel (1959). 


The acquisition of Martin Paper by the Powell River Company was described 
in a Statement of Evidence to the Commission. 


H.S. Foley, Chairman of Powell River...stated that hts company had 
first been approached by John Martin, deceased President of Martin 
Paper, before the last war (World War II) and asked to engage in a 
jotnt venture for the manufacture of corrugated containers in 
British Columbia, or alternately, to supply contatnerboard to Martin 
Paper to enable tt to do so. WNothtng came of these negottiattons but 
the matter was raised again by D.A. Hindle, then Prestdent of Martin 
Paper...in the fall of 1953. At this time Powell River was 
considering plans to invest surplus funds tn a Kraft mill in order 
to diverstfy its operations. Accordingly, itt was decided to 
investigate the possibility of purchasing Martin Paper, whitch would 
provide a market for a major part of the output of the proposed 
Kraft mill, 194 


The Powell River Company acquired Martin Paper in April of LOS4a etn 
1955 MacMillan and Bloedel announced the construction of a new Kraft paper and 
containerboard mill at Port Alberni, The reasons for this expansion were 
explained as follows: 


Mr, R.M. Shaw (formerly president of MacMillan and Bloedet) testtfied 
that the Kraft machine at Port Albernt was installed in order to 
fulfill an expanston committment of the company. A provinetal forest 
management licence obtained by the company required tt to expand tts 
Boe ae to consume the waste products of its sawmills and plywood 
mills. 


MacMillan and Bloedel's planned expansion dampened the Powell River Company's 


eagerness to enter the linerboard market. 
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When Mr, Foley gave his evidence in May, 1956, he satd that Powell 
River had gtven up tts earlier plans to produce Kraft because 
MacMillan had got into thts fteld ahead. Mr. Foley stated that 

hts company had not engaged tn any discussion with any other pulp 
and paper producers about the prinetple of integrating the shtpping 
case and containerboard tndustry and that there was never any 
suggestion from outstde the company that Powell River should acquire 
Martin Paper, 104 


As of 1955, the year MacMillan and Bloedel announced construction of their 
linerboard mill, the regional linerboard markets were already characterized by 
a high degree of concentration and forward integration into the manufacture 
of corrugated containers. As shown in Table II.33, the Ontario/Quebec market 
was supplied by a tight oligopoly, the Prairies market and the Maritimes by 
near duopolies, and the British Columbia market by a near monopoly. While 
three of the major linerboard manufacturers were not integrated forward into 
corrugated container manufacture at the time, all had corrugating facilities 
by 1964. 


The logical markets for MacMillan Bloedel linerboard production were 
British Columbia and the Prairies. These two markets were highly concentrated 
on the buyers' side. Two corrugated container manufacturers (Hinde and Dauch, 
and Martin Paper) held 92 per cent of the Prairies market and one of them 
(Hinde and Dauch) was integrated backward into linerboard production.) in 
British Columbia, Canadian Boxes, controlled by Crown Zellerbach, the only 
major linerboard producer on the Coast, held 85 per cent of the provincial 
market for corrugated containers. The remainder was held by Martin Paper. 


The scene was set. The Powell River Company had corrugating facilities 
but had abandoned its plan to enter linerboard as a result of MacMillan and 
Bloedel's expansion into the market. MacMillan and Bloedel had an 80 thousand 
ton/annum linerboard mill coming on-line in 1957 without any secure market. 

On March 27, 1958 (effective January 1, 1958), MacMillan and Bloedel acquired 
50 per cent interest in Martin Paper for $2.5 million. 


It is truly surprising that MacMillan and Bloedel went forward with the expansion 


without a secure market. Evidently they knew full well that they would have to 
depend upon Martin Paper as a customer. 


Mr. Shaw testified that before entering tnto the Kraft fteld 
MacMillan and Bloedel had had a market survey done by the Stanford 
Research Institute to asstst the company in evaluating the market 
outlet for its Kraft Production at Port Alberni. The products 
constdered were Kraft paper and paperboard (linerboard). The 
survey indicated the probable volume of sales of board and ltsted 
the prospective customers, one of the latter being Martin Paper. 
The survey foresaw the probability that Martin Paper would cease 
to be a main customer for MacMillan and Bloedel's board because 
Powell River was expected to start producing board itself, 19° 


These statements provide a strong temptation to speculate that MacMillan 
and Bloedel built the linerboard Capacity to deter the Powell River Company's 


entry into the market and concomitantly gambled on an eventual acquisition of 
Martin Paper. This remains a speculation. 
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The forces behind MacMillan and Bloedel's entrance into the corrugated 
container market bear a strong resemblance to those stimulating its 
acquisition of forest tenures. The firm entered the linerboard market 
confronted by an oligopsony. Moreover there was an ongoing wave of acquisitions 
by linerboard manufacturers of corrugated container manufacturers which 
essentially diminished the number of independent buyers available to absorb 
MacMillan and Bloedel's linerboard production. One non-integrated corrugated 
container manufacturer, Martin Paper, remained in the relevant market. 
Acquisition of half interest in this firm was a logical, and perhaps essential, 
step for MacMillan and Bloedel. Had there been a large number of independent 
purchasers of linerboard the acquisition might never have taken place. 


From this we conclude that the firm did not use its position in linerboard 
to weaken and then acquire corrugated container firms. Rather it built linerboard 
Capacity and confronted a narrow and narrowing market for its output. Security 
of demand for its linerboard mandated forward integration into the corrugated 
container industry. 


We have several reasons for believing that the firm does not use its position 
in linerboard and corrugating container manufacture to preclude entry into either. 


Firstly, the bulk of the firm's output of linerboard is destined for its 
own Canadian corrugating plants or for its plants in Great Britain (Cooks 
Corrugated Cases Ltd., and Hygrade Corrugated Cases). A portion of the 
linerboard not committed to inter-firm transfer is traded to the western 
packaging plants of eastern linerboard manufacturers, who in turn supply 
linerboard to MacMillan Bloedel's Manitoba and Saskatchewan corrugating operations. 
These eastern manufacturers are obviously not subject to price squeezing as 
they could either retaliate or ship linerboard to their own packaging plants. 
MacMillan Bloedel is simply not that dependent upon sales to non-captive plants. 


Secondly, the firm does not dominate the linerboard production to the 
degree necessary for predatory pricing. If the firm attempted to abuse its 
position one would expect Eurocan, Crown Zellerbach and eventually eastern and 
foreign sources to enter the markets. 


Finally, and most convincingly, there has been entry into the corrugated 
container industry, and interviews with independent packaging firms yielded 
absolutely no evidence that MacMillan Bloedel exploited its position as both 
supplier and competitor. One interviewee was in fact effusive in his praise 
for the firm and emphatically stated that he had always been fairly dealt with 
by MacMillan Bloedel. 


With respect to pricing in the linerboard market, the Restrictive Trade 
Practices Commission found evidence of outright collusive price fixing in the 
eastern market. In the West, Crown Zellerbach enjoyed a monopoly in production 
until the entry of MacMillan and Bloedel in 1957. However, the addition of 
one more producer had little effect on pricing policy. 


It (MacMillan and Bloedel) adopted the 'general Canadian price' for 
sales in British Columbia, namely the price of Untted States' mills 
plus freight plus duty. An exception was made for sales to tts own 
captive shipping container mill (the New Westminster, B.C., mill of 
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Martin Paper), this prtce betng subject to a refund of 50 per cent 
of the Canadtan duty ineluded in tt. While prices in Brttish 
Columbta were set at the htghest tmport-excluding level, prtces tin 
Alberta were set by competitton between Brtttsh Columbia and 
eastern producers....The appearance of a new entrant tin the western 
market...dtd not disturb the price structure in Alberta. The new 
entrant's prices were the same as those quoted by the eastern mills 
(Dryden and Red Rock, Ontarto)....The transformation of a monopoly 
in the western market into a duopoly did not bring about a 
stgntfieant change in the level of prices set in that market,106 


The history of market behaviour of manufacturers of corrugated containers 
in the eastern Canadian market is similar to that of linerboard. According to 
the Restrictive Trade Practices Commission, the eastern market was cartelized 
between 1931 and 1941, and when price-controls were relaxed in 1947, price- 
fixing was re-instated and prevailed up to the inquiry of 1962. While eastern 
manufacturers had to resort to an elaborate system of delivered zone pricing 
which made use of a sophisticated pricing manual, in British Columbia prices 
were set at the, highest,import excluding Level: 


Concentration remains high amongst manufacturers of corrugated containers 
in western Canada. MacMillan Bloedel is the only producer in several areas 
and one of a handful in several others. And, evidently, the pricing strategy 
remains the same. According to the firm, "prices are established to compete 
with those of other local, and out-of-province, manufacturers, including 
imports, as well as those of competitive products. ."197 


In interviews, several significant purchasers of packaging material in 
British Columbia stated that they perceived little if any price competition 
amongst provincial suppliers, and that prices were just marginally below the 
effective cost of imports. One indicated that due to enforced metric conversion 
it was now able to take advantage of U.S. sources (i6@. 9 UsS.-quarts being 
similar enough to litres for its purposes) and foresaw significant savings 
despite transportation and duty charges. It should also be noted that these 
interviews substantiated MacMillan Bloedel's claim that its packaging was 
subject to strong competition from non-wood based substitutes. 


Product strategy has in fact been of importance to the firm. Corrugated 
packaging has taken the lead, lost it, regained it and sometimes lost it again 
to substitute materials made from wood or petroleum bases. Representatives of 
the firm contend that they are under constant pressure both to improve the 
product and to find new applications. 


PERFORMANCE 


As noted above, engineering estimates put minimum optimal scale in the 
production of linerboard at roughly 195 thousand tons per annum. Number 2 
paper machine, installed during the expansion of the Alberni mill from 1955-67, 
is below minimum optimal scale. From 1970 to 1974, the machine has been run 
at about 92 per cent of Capacity. 


We have little information on minimum optimal scale in corrugated container 
manufacturing but the evidence indicates that plant size is, in western Canada, 
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constrained by the thinness of the market. The Regina Plant, the smallest of 
MacMillan Bloedel's facilities, is the sole operation in the area and we are led 

to conclude that the market simply will not support larger, more efficient, scale. 
The firm states that "all five corrugating plants of MacMillan Bloedel Packaging 
Limited in Canada are completely equipped, including corrugators, and all plants 
and equipment are in first-class operating condition with excellent flow and nena 
resulting in low-cost operations while maintaining fine quality and service."10 


Evidently the firm does support some excess capacity in its corrugating 
plants. Total capacity in 1975 was listed at 100 thousand tons per annum 
while actual output between 1970 and 1975 averaged 53.8 thousand tons or 54 per 
cent of capacity. It should be noted that this does not represent obsolete 
excess capacity as the Manitoba plant was expanded in 1971, the Calgary plant 
in 1972, the Edmonton plant in 1974 and the New Westminster plant in 1971. 

The firm states that the low output/capacity ratio is due in part to short 
production runs which result in frequent, time-consuming, equipment change- 
overs. Additionally, capacity figures are based on two shift operations 

while a one shift operation is not uncommon. Finally, the cost of maintaining 
this excess capacity is not onerous. 


Summary 


The linerboard market is characterized by high producer and seller 
concentration. This concentration is in large part explained by the state of 


technology. Markets for corrugated containers are regional and seller 
concentration is also high here. Again scale economies relative to market 
size do justify to a great extent this degree of concentration. 


Vertical integration in the industry provides some opportunities for 
predatory pricing but these opportunities evidently have not been used. 
MacMillan Bloedel's linerboard mills appear to be of an efficient size, 
however there is apparently some excess capacity in its corrugating facilities. 
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Tablesilies. 


CONCENTRATION OF KRAFT LINERBOARD CAPACITY 


CANADA - 1975 


Capacity Percentage of total 


Mota C di apacit 
Are / anadian capacity 


OC Oe ee —.)..00_C_So (eee 


Labrador Linerboard (Nfld.) 350 2583 
Domtar (Ontario) RE at a iGo5 
Consolidated-Bathurst (P.Q.) 22223 oa 
Burocan (B.C. ) 200.6 Tes 
LARGEST 4 1,000.6 TES 
Canadian International Paper LOO eZ 14.4 
CP. Oe) 
MacMillan Bloedel (B.C.) Lip. ae 
Crown Zellerbach (B.C.) 4OR) 249 
Churchill Forest Industries LORS so 
(Manitoba) 
LARGEST 8 SDERS Toe Jats, 99.0 
Minas Basin (Nova Scotia) 8.8 a6 
Dryden (Reed) (Onatrio) om | ee 
TOTAL CANADIAN 1,380.7 100.0 


Source: MacMillan Bloedel. 
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CANADIAN PRODUCTION, EXPORT AND IMPORTS OF LINERBOARD 


1965 1970 1974 
Production Sie) THO 1235 
(thousands of tons) 
Exports 1eP25) 201 412 
(thousands of tons) 
Exports as percentage 
of production 2050 Zao 33.4 
Imports ite 1S) 64 
(thousands of tons) 
Domestic consumption 483 590 887 
(thousands of tons) 
Imports as percentage 
of consumption Za vs 9) Cees 


Source: Canadian Pulp and Paper Association, Reference Tables 1975, 
October 7919/75, Parte. 
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CONCENTRATION AND INTEGRATION IN REGIONAL LINERBOARD MARKETS —- 1955 


Equity tie with corrugated 
Regional Market container manufacturer 


Ontario & Quebec 


Bathurst 530 yes (1) 
St. Lawrence eae no 
Hinde & Dauch 220 yes 
83.4 
Prairies (1) 
St. Lawrence SY APES no (2) 
Dryden PIR no 
86.2 
Maritimes 
Bathurst 68.4 - yes (3) 
Minas Basin DAF rg 9) no 
95.4 


British Columbia 
Crown Zellerbach 956 yes 


(1) St. Lawrence acquired Hinde & Dauch in 1959 thereby entering the 
corrugated container market. 

(2) Absorbed by Anglo-Canadian (1953) which was subsequently absorbed 
by Reed Paper Group Canada, which subsequently absorbed (1964) the 
Acme-Molson Group, which was engaged in the manufacture and distribution 
of corrugated containers. 

(3) Minas Basin acquired jointly with Bathurst, Maritime Paper Products 
which held Industrial Containers, Ltd., a manufacturer of corrugated 
containers in 1958. 


Source: Restrictive Trade Practices Commission, Report Concerning the 


Manufacture, Distribution and Sale of Paperboard Shipping Container 


and Related Products, Ottawa, Queen's Printer, pp. 53, 55, 57), 59. 
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MARKET STRUCTURE AND 
PROGRESSIVENESS 


SURVEY OF THE THEORY AND LITERATURE 


The relationship between market structure and technological progressiveness 
is but one more unsettled question in the area of industrial economics. 
Conflicting theories abound. At one extreme are those who argue that only 
in vigorously competitive markets will firms innovate and be forced to rapidly 
adopt the innovations of others. Monopolistic firms, they contend, grow 
lethargic behind protective barriers to entry. Satisfied with monopoly profits 
they settle for the quiet life. Moreover if they do innovate they are suspected 
of suppressing the diffusion of their innovations for fear of either eroding 
the demand for their products or causing the obsolescence of their capital 
stock. "The essence of the competitive hypothesis" is contained in this brief 
statement by George Stigler: 


I personally belteve that future study will conftrm the tradtttonal 
beltef that btg businesses, for all thetr resources cannot rival the 
infinite resource and cold serutiny of many tndependent and competing 
companies, 109 


OG, as M. Adelman puts it, 


...alleged opposttton between competition and technologtcal progress 

ts difftcult to accept. Where profits on old methods and old 

products are melted away by competition, the urge ts greatest to seek 
the profits of new products and methods. Conversely, where profits 

ean be matntatned by monopolies or cartels, the urge is less. 

Surely a comparison of Europe wtth the Untted States confirms the 
theory; even more to the potnt ts a compartson with underdeveloped 
countries, with thetr small-scale industries monopoltzing even 

smaller markets. The better record of American industry 1s more 
plaustbly explained by a more competitive envtronment than by oltgopoly 
per se. For the other nations have more oltgopoly and less progress.110 


Those in the opposition hold that it is only the firm which is insulated from 
the rigors of a highly competitive market that has both the wherewithal and 
the incentive to innovate. Such a firm enjoys at least a modicum of excess 
profits which can be allocated to research and development programs of uncertain 


outcome. By definition the market in which such a rirm operates 1s character- 
ized by some barrier to entry. It is argued that such barriers are crucial to 
innovation for they allow the innovating firm to reap the monetary rewards of 
its research and development efforts before these rewards are competed away by 
a host of imitators. 


Joseph Schumpeter, in his classic Capitalism, Socialism and Democracy, 
made what must be one of the most literate statements of this doctrine: 


Thus it its not suffictent to argue that because perfect competition 
its tmposstble under modern industrial condittons--or because tt 
always has been imposstble--the large-scale establishment or unit 

of control must be accepted as a necessary evil inseparable from the 
économie progress whitch tt ts prevented from sabotaging by the forces 
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inherent in its producttve apparatus. What we have got to accept ts 
that it has come to be the most powerful engine of that progress and 
tn parttcular of the long-run expanston of total output not only in 
spite of, but to a constderable extent through, thts strategy whitch 
Looks so restricttve when viewed tn the individual case and from 

the tndtvtdual potnt of time. In thts respect, perfect competitton 
ts not only tmposstble but infertor, and has no title to being set 
up as a model of tdeal effictency. It ts hence a mistake to base 
the theory of government regulation of industry on the principle 
that btg bustness should be made to work as the respective industry 
would work in perfect competition, 11 


John Kenneth Galbraith, Schumpeter's most outspoken contemporary disciple, 
states: 


The modern tndustry of a few large firms (ts) an excellent instrument 
for inducing technical change. It ts admirably equipped for 
finaneing technical development. Its organtzation provides strong 
tineenttves for undertaking development and for putting it into useé.... 
The power that enables the firm to have some influence on prices 
ensures that the resulting gains will not be passed on to the public 
by umttators (who have stood none of the costs of development) 

before the outlay for development can be recouped, 114 


Empirical work has not resolved this controversy. Researchers in the area 
have been plagued by problems of methodology, definition and data availability. 
Nonetheless some tests have been made and some tentative conclusions have been 
reached. 


These investigations have attempted to show the relationship between both 
absolute firm size and market structure, and progressiveness where the latter 
is defined in terms of research and development effort, innovation (the 
commercial application of an invention), and technological diffusion (the 
speed with which a firm or industry adopts an innovation). Each of these 
dimensions of progressiveness presents problems in quantification. For 
example, researchers have used dollar expenditures on research and development, 


number of people employed in research and development activities, and the 
frequency of patent grants as proxy measures of the research and development 
effort. All are flawed. Comparisons of monies spent on research and 
development must assume a homogeneity of accounting procedures and effective- 
ness per dollar spent. Comparisons of personnel assigned to research and 
development assumes that that personnel is homogeneous. Comparisons of patent 
output assume that those patents are of equal moment (which is obviously untrue-- 
a better mousetrap is simply not equivalent to the Salk vaccine). 


Innovations have been ascertained by asking trade associations and trade 
journals to identify ‘important products and processes'. Rate of diffusion has 
been defined as the time elapsed between acceptance by 20 per cent of the firms 


in an industry and acceptance by 80 per cent of a given innovation, an 
obviously arbitrary designation. : 


Those measurement problems notwithstanding, academics have attempted to find 
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relationships between both absolute firm size and market structure, and 
progressiveness. With respect to absolute size Scherer summarizes their results 
as follows: 


What we find from analyzing the qualttative and quantitative evidence 

ts a kind of threshold effect. A little bit of bigness--up to sales 

of roughly $75 millton to $200 million in most industries--is good 

for tnvention and tnnovation. But beyond the threshold further 

bigness adds little or nothing, and tt carries the danger of dimintshing 
the effectiveness of tnventive and innovative performance, 113 


Similarly Mansfield concluded: 


Contrary to the allegations of Galbraith, Schumpeter, and others, there 
ts little evidence that industrial giants are needed in all or even 
most tndustrtes to ensure raptd technological change and rapid 
uttltzatton of new techniques.... Of course, thts does not mean that 
tndustrtes composed only of small ftrms would necessarily be opttmal 
for the promotion and diffusion of new techniques. On the contrary, 
there seems to be considerable advantages in a diverstty of firm stzes, 
no single firm stze betng optimal in thts respect. Moreover, the 
optimal average stze ts ltkely to be directly related to the 

costliness and scope of the inventions that arise. However, in general, 
these factors do not make gianttsm necessary. To repeat, there ts 
itttle evidence that tndustrtal gtants are needed tn all or even more 
industries to promote rapid technologtcal change and raptd uttltzatton 
of new techniques. 


With respect to the relationship between market concentration and 
progressiveness Scherer's conclusion is: 


We emerge again wtth a threshold concept of the most favorable industrial 
climate for raptd technological change. A little bit of monopoly 
power, tn the form of structural concentration, ts conductve to invention 


and tnnovation, parttcularly when advances tn the relevant knowledge 
base occur slowly. But very high coneentratton has a favorable 

effect only in rare cases, and more often it ts apt to retard progress 
by restrteting the number of tndependent sources of intttative and 

by dampening firms' incenttve to gain market posttion through 
accelerated research and development. Ltkewtse, tt ts vttal that 
barriers to new entry be kept at modest levels, and that established 
industry members be exposed continually to the threat of entry by 
technically audacious newcomers, 116 


Again Mansfield's findings are similar: 
Moreover, there ts no statistically stgniftcant relationship between 
the extent of concentration in an tndustry and the industry's rate 


of technological change, as measured by the methods desertbed (tin 
this study).116 
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With these theoretical and empirical links between market structure and 
progressiveness in mind we can now turn to MacMillan Bloedel's research and 
development effort, its record of innovation and its history of adoption of 


others' innovations. 


PROGRESSIVENESS AND 
MACMILLAN BLOEDEL 


In Canada, forest resources research is principally supported by industry, gov 
ment and the universities. As shown in Table II.34, page 134, private industry 
accounts for a little more than half of all research expenditures, the Federal 
government for 38.3 per cent and the remainder by the Provincial governments 
and the universities. In 1968 the research expenditures by industry were 
roughly 0.5 per cent of total sector sales which is similar to the effort of 
U.S. firms (expenditures by lumber, wood products and furniture firms were 
equivalent to 0.5 per cent of sales for those industries, while the proportion 
for paper and allied products was 0.7 per centll?) , 


MacMillan Bloedel's expenditures on research and development over the 
1967-1975 period are set out in Tables II.35 and II.36. Intramural expenditures 
refer to disbursements for work performed within the firm, and include work 
financed by others. Extramural expenditures include outlays for work performed 
outside the firm and went primarily to B.C. Research, the Pulp and Paper 
Research Institute of Canada and the British Columbia Council of Forest 
Industries. Roughly 93 per cent of the firm's research and development 
expenditures are intramural, and 7 per cent extramural. The majority of the 
intramural research effort is carried out by a wholly owned subsidiary, 
MacMillan Bloedel Research Ltd., while the other product groups do maintain 
their own research facilities. 


The interesting question at this point is whether the large firms in the 
industry, particularly MacMillan Bloedel, are especially strong performers in 


the dimension of progressiveness. From Table II.37 it is seen that 57.2 per 
cent of industrial research and development expenditures were made by firms 
with sales greater than $75 million. Unfortunately this breakpoint is too low 
to allow us to determine whether there is a significant difference between the 
performance of the large and the very large firms. 


Representatives of MacMillan Bloedel argue that its large size is conducive 
to a strong research and development effort. 


»..tnnovative activities can only be independently financed and 
maintained by Large companies in the industry and by co-operative 
research through organizations such as the Pulp and Paper Research 
Institute of Canada (PPRIC). MacMillan Bloedel supports both a 
large Company research organization (one of only three forest 
products corporations in Canada to do so) as well as providing a 
substantial part of the funding for the co-operative research 
aetrvities of PPRIC, 118 


Our evidence indicates that the firm does in fact expend amounts on research 
and development proportionately greater than its relative size in the sector. 
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From Table II.35 it is seen that the firm accounted, over a nine year period, for 
slightly more than 13 per cent of all intramural research and development 
expenditures of Canadian forest products industries. Over the same period the 
firm accounted for between 8.5 and 9 per cent of the activity (based on 
employment or value of shipments) of these industries. The firm's share of 
extramural expenditures is significantly less, averaging 5.9 per cent of total 
industry expenditures over the same period (see Table II.36). However, combining 
intramural and extramural disbursements the firm accounts for slightly more than 
12 per cent of the total effort made by industry. 


When measured in terms of employment of professional researchers the firm's 
performance is even stronger. Table II.38 shows that the firm's share of 
professionals ranged from 13.4 to 16.2 per cent of the total commitment of the 
forest products industries. 


We do not have available any set criteria by which to judge the firm's 
accomplishments in the performance dimension of progressiveness. Evaluations 
of the quality and quantity of its inventions and innovations and an appraisal 
of the speed with which it has accepted the innovations of others requires a 
comparison of what was done and what could have been done. Lacking omniscience 
we cannot really determine what technological opportunities went unexploited 
and which innovations existed which should have been adopted but were not. 

We must be satisfied then with a simple review of the firm's record of 
invention, innovation and adoption of innovation. A detailed inventory is 
provided in Table II.39. It lists major and less significant inventions and 
innovations in pulping, bleaching, papermaking, lumber, plywood, particle- 
board, and packaging. Insofar as possible for each product or process an 
attempt has been made to identify the original developer; the date, country 

and firm of first implementation; and the date of adoption by MacMillan Bloedel. 


We have eschewed performing exercises on these data such as calculating 
average innovations per firm, or average adoption lag for MacMillan Bloedel 
as we are unsure of the significance of such statistics. The interested 
reader may of course perform his/her own computations. However, several 
generalizations can be made. 


Apparently the firm is quite productive in both invention and innovation 
in lumber, particleboard and plywood. Its record of acceptance of innovation 
in these areas also seems extremely good. In pulping and papermaking, where, 
presumably, research, development and implementation are relatively much more 
costly, the firm does not seem to be an international leader although it is 
active. 


We do however have a criteria by which we can evaluate the firm's emphasis 
on certain research areas. After an extensive study of forest resources 
research in Canada the Federal government published recommendations concerning 
the direction industrial research should take in the future. This report, 
published in 1970, stated that: 


1, Forest industries should place more emphasts on woodlands 
research with a view to effective use of land as well as tnereastng 
productivity from forested land, As a matter of self-interest, 
industry should support research to define costs and beneftts from 
investments in reforestation and other timber and land management 
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practices. Corporations use their resources ineluding timber at 
rates calculated to maximize the present worth of future net 
benefits, and commonly recognize that the tdeas of continued 
production and an ethte of good husbandry are soctally attractive. 
However, even where sustained yteld and reforestation are legally 
requtred, the optimum tnvestments remain undefined and little ts 
knoum about the best approaches to ensure co-ordination of other 
resource uses with timber productton. 


2. Industries should conduct more research on reduction of cost 
for harvesting of fibre and transport to converston sites tn 

order to tmprove thetr competittve posttiton. Research in wood 
products other than pulp and paper ts neglected in relatton to that 
tn the domestic pulp and paper tndustry. Pulp and paper research 
tn Canada ts comparable to that in the Untted States but should be 
well ahead because of the relatively greater tmportance of the pulp 
and paper tndustry to the Canadian economy. 


38. Addittonal tndustrtal research ts required into tenure systems, 
stumpage charges, co-operative agreements and appltcation of technology 
whteh will stimulate integration of pulp and paper with other wood 
products production. Critical economic elements and sensittve soctal 
tissues are tnvolved. Effective solution of the problems could provide 
a competitive advantage for Canada's forest-based tndustrties. 


4, Thorough studtes of potenttal demand for parttcular technical 
properties such as clear wood, are needed and should be reflected 
tn stand-management and tree-improvement programs. 


5. Increased emphasts should be placed also on new methods for use 
of wood, new forest products, and tmproved packaging systems 
tnvolving wood products. 


6. Htgh prtority should be given to the rectificatton of the 
unacceptably htgh atr and water pollution which now extsts tn many 
forest and forest product operattons, parttcularly pulp and paper 
plants. Educatton programs to teach publte safety and good camping 
practices must be intenstfied and anti-litter legislatton which now 
extsts in many areas should be enforced.11 


The Science Council calls for some de-emphasis of research in pulp and 
paper and more emphasis on woodlands research, forestry economics, new products, 
and pollution control. In a general sense the firm is responding to these 
recommendations. Table 11.40 shows that over the last five years MacMillan 
Bloedel has redirected a considerable proportion of its research expenditures 
toward pollution control and new product development and has de-emphasized 
research into product/process improvement and cost reduction. 


With respect to the first recommendation of the Council the firm commits 
substantial resources to woodlands research. The firm's silvicultural research 
program has developed over the last 25 years and currently has a 
$426 thousand annual budget and five full time professional researchers. The 
program emphasizes applied research in the following areas: applied ecology, 
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improvement of genetic quality, reforestation, stand maintenance, nutrition, 
thinning, insect and disease control, application of exotic species, and the 
development of systems to evaluate forest management alternatives. The firm 
also maintains a land use planning advisory team with six full time professional 
researchers and a budget of $360 thousand. This team has a number of non- 
research responsibilities but does expend considerable effort in the development 
of multiple resource use models. ; 


The firm has been a leader in the development of improved systems for 
the transport of fibre to conversion points as mentioned in the Council's 
second recommendation. For example, MacMillan Bloedel pioneered development 
of the self-propelled, self-loading, self-dumping log barge which carries 
material from logging operation to conversion mill. Of at least equal 
importance, although neglected by the Council, is research into improved 
methods of transportation of finished goods from mill to market. The firm 
has done substantial work in such areas as: optimal terminal location; 
development of specialized ship's gear for handling pulp and paper products; 
train unitization; boxcar design; truck routing; and the design of ocean- 
going newsprint barges. 


The third recommendation deals with forestry economics. This is an 
area which we have found to be severely neglected. Neither government, 


industry nor educational institutions have allocated sufficient resources to 
the study of the economics of this sector. 


The firm's effort in new product development, which bears upon the fifth 
recommendation, has been primarily in plywood and particleboard. MacMillan 
Bloedel was responsible for self-release concrete forms (plywood), and slip 
resistant waferboard for roof sheathing. With increased expenditures in 
product development one would expect increased output. Also, the firm, in 
co-operation with the British Columbia Council of Forest Industries was 
instrumental in the development of the CLS lumber packaging system which has 
received wide acceptance. 


As noted above, the firm allocates substantial resources to the study 
of pollution control, an area which the Council feels should have "high priority" 
as stated in its sixth recommendation. MacMillan Bloedel participated in the 
development of low pollution bleaching sequences, early adopted systems of 
sawmill residue use whichobviated the need to burn these residues, and asserts 
that it will continue to do research and development in the area. With 
increasing public and corporate sensitivity to the pollution issue and with 
more rigid government standards to meet, we believe the assertion to be true. 


Summary 


MacMillan Bloedel's progressiveness score seems high. The evidence indicates 
that it is an active inventor, innovator and adopter of new products and 
processes. Its research efforts seem to be directed toward those areas which 
are in need of emphasis. However, this level of progressiveness cannot be 
used to justify the firm's size and market position without considerably more 
research into the actual benefits of that progressiveness and the causal links 
between progressiveness and size. 
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Table II.34 


SCIENTIFIC EFFORT RELATED TO 


FOREST RESOURCES RESEARCH 
1968 


Expenditures 


SMM vi 

Industry 29:8 Shee 

Federal government 22.0 38.3 

Provincial governments 3 | Drew 

Universities Zak 4.7 
cee 


Source: Science Council of Canada, Seeing the 
Forest and the Trees, Ottawa, Queen's 
Printer, 1970, page 43. 
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INTRAMURAL RESEARCH AND DEVELOPMENT FOR THE FOREST 


PRODUCTS INDUSTRIES AND FOR MACMILLAN BLOEDEL 
1967 -'1975 


1967 
1968 
1969 
1970 
abe irfa 
1972 
ie Wes) 
1974 


NSS 


9 year average 


Total intramural 
expenditures 

by forest products 
industries 


° MM 


Ie 


Zoi 


23%, 


a2. 


20% 


Lo" 


20k 


ae i 


2s 


23 


Table II.35 


ak 


9 


ie} 


8 


6 


Expenditures 
by MB 


S MM 


i 


bie 


ah 


il 


MBmas 


Us 


of 


total 


dS 


Z 


Source: Statistics Canada, Industrial Research and Develop- 


ment Expenditures in Canada, 1973-1975, 
13-203, 


Catalogue 


Ottawa, April, 19/63; and MacMillan Bloedel. 
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Table II. 36 


EXTRAMURAL RESEARCH AND DEVELOPMENT FOR THE FOREST 


PRODUCTS INDUSTRIES AND FOR MACMILLAN BLOEDEL 


expenditures 
by forest products 

industries 
$ MM 
1967 aS 
1968 4.0 
1969 4.4 
Lo70 Dao 
ome: 4.8 
1972 age 
eS Dee 
1974 3.4 
LOYD 5:0 
9 year average aad 

source: 


L967 1975 


Llotal. extramural 


Statistics Canada, Industrial Research and 


Extramural 
expenditures 
by MB 


S MM 


.10 


MB as 
Laos 
total. 


Development Expenditures in Canada, 1973-1975, 
Ottawa, Information Canada, April, 1976, 


Catalogue 13-203. 


= 36. 


Table il. 37, 


RESEARCH AND DEVELOPMENT BY SALES SIZE GROUP IN 


WOOD BasEp ‘)? INDUSTRIES = 1973 


Research and Hot total 
development research & 
in this class development 
$M 
Sales size 
group 
$M 
1-999 Page Wi) LS 
1000-95999 983 4.9 
10 ,000-49 ,999 L305 9.0 
50 ,000-74,999 1,363 6.8 
Zo O00 = 117426 Die 
x le 
Non-commercial 4,903 ZOD 
TOTAL 19,967 


oe eee 


1. Wood based industries include: lumber, wood basic 
materials, manufacturing articles made entirely or 
mainly of wood, furniture, fixtures, pulp, paper 
and allied industries. 


2. Principally research institutes and industrial 
associations. 


Source: Statistics Canada, Industrial Research and 
Development Expenditures in Canada, 1973-1975, 
Catalogue 13-203, April, 17.0% 
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Table II.38 


PROFESSIONALS ENGAGED IN RESEARCH 
AND DEVELOPMENT IN THE FOREST PRODUCTS 
INDUSTRIES AND IN MACMILLAN BLOEDEL 
IGS SII Le loro 


Total professionals 


employed by forest Professionals MB as Z 

products industries employed by MB of total 
1969 465 68 14.6 
Lost 425 57 13.4 
£973 413 67 1622 


Source: Statistics Canada, Industrial Research and Development 


Expenditures in Canada, 1973-1975, Ottawa, April 1976, 
Catalogue 13-203, and MacMillan Bloedel. 
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Table II.40 


BREAKDOWN OF RESEARCH EXPENDITURE 
INTO MAJOR AREAS OF ACTIVITY 


Product/process 
improvement and Pollution New product 
cost reduction abatement development 
1972 937 Th 0% 
973 84 NS) 1 
1974 Tye: 15 12 
1975 62 Zo 13 
1976 a2 30 Be, 


Source: Figures taken from MacMillan Bloedel Research Limited 
Annual Operating Plans. 
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SCALE ECONOMIES 
AT THE LEVEL OF THE FIRM 


Up to this point, we have generally ignored scale economies associated 
with any factor other than plant size. Each process (sawmilling, pulp, newsprint, 
etc.) was considered in isolation, estimates of minimum optimal scale, where they 
existed, were provided, and a statement of how much concentration in production 
was justified by exploitation of those plant scale economies was made. 


There are however other sources of economies of scale and it is to these 
that we now turn. Three sources of economies are distinguishable, economies 


of vertigal integration, economies of multi-product operations, and economies 
of multi-plant operations. 


VERTICAL INTEGRATION 


Strictly speaking, vertical integration refers to the combining of 
successive steps of a production process with the output of each step furnishing 


the input of the next. In Figure 4 page 156 such integration clearly exists as 
forest management, timber harvesting, transportation, sawmilling, lumber 
transportation and distribution have been combined in one enterprise. 


Economies of vertical integration, as already discussed in detail, 
emanate from technological complementarity, coordination of output from stage 
to stage, avoidance of transactions costs, and pecuniary economies. Using this 
taxonomy we will work through the different stages of production and attempt 
to identify economies of vertical integration when they occur. 


The link between forest management and harvesting is straightforward. 
What economies exist are attributable to coordination of output between 
planting and harvesting. However, with a growing cycle of 80 years Tees 
difficult to believe that the firm truly coordinates present planting with its 
anticipated fibre requirements more than a half century in the future. 


Between harvesting and transport to the sawmill or pulping facility there 
is a definite need for coordination of supply. Harvesting and waterborne 
transportation of logs cannot be done in disregard of the climate. Certain 
areas can be logged only in the summer months and similarly some water routes 
become unreliable during inclement weather. In certain salt water log dumps, 
for example Masset Inlet, the timber is subject to deterioration due to insect 
infestation and must be moved to mills within several months of dumping to 
avoid loss. 


Once cut and in transit, the timber can of course be directed to either 
a sawmill or pulp mill. Coordination of supply is of much greater importance 
to the pulp mill as it has considerably higher fixed costs and because shutdown/ 
startup charges are much higher than for a sawmill. Again, what economies exist 
will be attributable to coordination of output. 


Forward integration from sawmilling, and shingle and plywood manufacturing 
into transportation and eventually into distribution seemingly does not give 


- 147 - 


rise to significant real, as opposed to pecuniary, 12° economies. MacMillan Bloedel 
argues that through the use of "large, specialized carriers operated by the 
company's shipping department...more efficient service"!2! is offered to eastern 
United States and European markets. However, smaller firms have formed 

shipping organizations (e.g., Seaboard Lumber) and ostensively can exploit the 


same economies. 


The integration of pulp and paper production unquestionably results insreas 
economies. The two processes are unambiguously complementary. In the 
continuous process, pulp emerges from the refiners, is screened, and in a liquid 
form enters the head box of the Fourdrinier machine. The fibre is matted, 
pressed, drained, pressed, dried and is at this point paper. When pulping and 
papermaking facilities are spatially separate the pulp must be dried, baled, 
and transported. At the paper mill it must be put back into solution before 
entering the process. The savings of integration are obvious. 


This intuitive assumption of cost savings is substantiated by engineering 
studies. FEklund!22 found marked economies in the integration of the appropriate 


pulping facilities with the production of newsprint, foodboard, unbleached 
machine-glazed paper and sackpaper. His results with regard to sackpaper were 
presented in detail and indicate that an integrated mill (capacity of 77-165 
thousand tons per annum) enjoyed a cost saving of from 10 to 15 per cent when 
compared with an unintegrated mill of equivalent capacity. The sources of 
these savings were: raw materials, labour, administration, fuel, maintenance 
and capital charges. 


Eklund notes that a spatially unintegrated paper mill may be preferable 
when a variety of paper grades using mixed pulp types is to be produced. 
Evidently this explains in part why MacMillan Bloedel's Island Paper Mill was 
not located contiguous to a pulping facility. Fine paper requires mixed pulp 
grades, including hardwood pulp which is not produced by the firm. 


Output of the paper mills includes both finished and intermediate products, 
an example of the former being newsprint and of the latter, linerboard. The 
firm is integrated forward into the transportation of newsprint, especially 
transportation to the California market. So important is this market that it 
justified the design and construction of ocean-going barges which carry newsprint 
from Port Alberni to the firm's storage facilities in California.! Real 
economies emanating from this integration are based upon coordination of out- 
shipment with production. How important they are is unclear. Similarly, we 
assume that the integration into newsprint distribution also facilitates 
coordination of supply and consumption. 


MacMillan Bloedel's paper converting facilities (i.e., corrugated container 
and box manufacturers) are not spatially integrated with the paper mills. The 
reason for this is explained by Fklund. 


Owing to marketing and shipptng costs, and the need for quick deltvery 
of small tonnages, many converston operattons need to be located close 
to the customers. Owing to the market ortented location and less 
pronounced economtes of scale tn converston, technical integratton 
between paper converston and paper productton is frequently not 
feastble even tf financial integration does exist,124 
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Eklund's findings are supported by the evidence brought before the Restrictive 
Trade Practices Commission in 1962, 


Thus there ts no technological reason why there should be vertteal 
integratton between Kraft mtlls and shipping container manufacturers. 
When thts has taken place it must have resulted from finanetal and 
commerctal considerations, 12° 


Mr. Shaw (former prestdent of MacMillan Bloedel) testifted that no 
economies resulted from the integration of Martin Paper and 
MacMtllan and Bloedel's board operations, 126 


Eastman and Stykolt found that "there are no cost advantages from integration 
(of container manufacture) with containerboard (linerboard)", and they support 
this conclusion with interview evidence.127 


MULTI-PRODUCT OPERATIONS 


The second type of scale economies is associated with multi-product 
operations and falls somewhere between strict vertical integration and strict 
horizontal integration,128 By multi-product operation we refer to the production 
from a common feedstock, of several outputs none of which serve as an input 
for another. For example, wood fibre can be used to produce lumber, shingles, 
plywood or pulp. None of these serve, strictly, as an input for another. When 
all of these processes are carried on by the same firm, and in some instances 
on the same site, there can be real resource savings. These savings involve 
the use of residues (actually a joint product problem) and the assigning of the 
raw material to the highest value end use (an economy of non-specialization). 


Savings associated with residue use are straightforward. Manufacture of 
lumber creates waste in the form of sawdust, edgings, slabs, bark, and, on 
occasion, defective logs. Sawdust, edgings, slabs, and defective wood can go 
into particle board. After being peeled for plywood nearly 50" per cent sem .ehe 
log remains, which can be sawn into studs and/or chipped for pulp. “The spossible 
combinations are many. 


The use of residues is essentially a joint product problem. Sawmilling, 
for example, produces two outputs, lumber and residuals. Unfortunately, these 
joint products are not generated in a fixed proportion, which leads to 
complications both for the design and operation of an integrated mill. The 
proportion of residuals and their suitability for alternative utilization 
depends upon the species, size, and quality of the sawlog. Evidently, the 
larger the mill, the more tolerant the pulping process, and the more flexible 
the sawing facilities the more likely that residuals can be used efficiently. 


The obvious question at this point is whether these different production 
processes must be combined within one firm to effect these savings. The answer 
is yes--up to a point. There are obvious transportation savings when a 
sawmill is spatially integrated with a pulping operation, as chips and sawdust 
can be moved directly to the digestors. Currently there are arms' length 
transactions in residues but this is highly dependent on transportation 
charges. There are also problems in quality control of chips which are more 
manageable within an integrated unit. 


= Aly ee 


MacMillan Bloedel's Powell River, Harmac, and Port Alberni facilities are 
multi-product operations and do benefit from residue utilization. For example, 
the Powell River complex combines both lumber and pulp production. Waste from 
the lumber mill is used for hog fuel, which in turn is used to generate steam 
and electricity, and as fibre input for the pulping process. 


Flexibility in the allocation of logs to their highest value end use is 
the second economy associated with multi-product operations. In its decision 
about what to produce, the firm is confronted with two sources of uncertainty. 
First, the quality of the input is highly variable. Timber is an extremely 
heterogeneous commodity and despite extensive cruises (i.e., surveys) of stands 
to be cut, the actual quality of the logs often cannot be ascertained until 
they reach the sorting yards and in some instances not until they are processed. 


The variability of the input can be increased by Forest Service cutting 
regulations. Imposition of close utilization standards (i.e., the removal of 
nearly all cover in an area) forces the firms to make use of what hithertofore 
had been abandoned. Decadent wood, small diameter trees, and the like now 

have to be absorbed in the production process. Regulations also determine what 
areas can be cut and at what rate they must be cut in order not to jeopardize 
the firm's harvesting rights. These cutting schedules are in fact promulgated 
long before harvesting begins and must be adhered to, with some flexibility, 
regardless of market conditions. 


Secondly, the firms confront extreme volatility in the price of one of 
their principal outputs--namely lumber. The problem is then to take 
an input of varying quality and from it manufacture products of the aronece 
value when those products fluctuate in price. This is not easily resolved. 


The multi-product firms may enjoy advantages in the extraction of maximum 
value from a given timber stand. For example, MacMillan Bloedel has developed 
a large linear programming model of their British Columbia operations. The 
model comprises 3,000 equations and inter-relates 7,500 variables by 
incorporating the following relationships: log availability in the firm by 
log characteristics (i.e., grade, diameter, source, species); logging costs; 
purchase and sale opportunities for logs and chips; transportation costs for 
logs, chips and hog fuel; product yields; production rates and capacities by 
mill and "machine centers"; production costs; product values and limits by 
markets; and residual transfers. In theory the program can take a timber 
stand and determine its destiny by directing it to the appropriate mill, 
determining how it will be processed and on what market it will be offered 
and in the process allocate its residuals. 


The relevant question here is whether the multi- -product firm through 
the internalization of resource-use decisions can extract more value from the 
input than would be the case in well developed competitive markets. In 
theory independent users of the input would bid against one another for the 
resource and those which could extract the highest end use value could and 
would outbid the others. We cannot say with certainty that intra-firm 
planning outperforms rationing by the market. H.R. MacMillan believed that 
competitive markets would lead to optimal allocation. 


aces) Or 


Competttton should be maintatned throughout the Coast dtstritet amongst 
those who can pay the htghest prices for raw material. The result of 
such a poltey wtll be to encourage the best use of all the forest 

crop and the greatest return from growing timber, 129 


A further potential advantage of the spatially integrated multi-product and 
for that matter ths vertically integrated operation involves economies of 
massed reserves.! The notion here is that in any production complex some 
proportion of machinery must be kept in reserve in anticipation of mechanical 
breakdowns. Furthermore, service and repair facilities must be maintained to 
ensure proper upkeep and to counter random machine failure. Both reserve 
capacity and maintenance facilities increase less than proportionally with the 


amount of machinery in use. Clearly, large complexes, such as the Powell River, 
Harmac, and Port Alberni operations, could benefit from such savings. For 
example, a part of the 1974-76 modernization program of the Powell River Plant 
was the centralization of maintenance and repair workshops. 


MULTI-PLANT OPERATIONS 


The third general type of scale economies is associated with multi-plant 
operation. These result from: "(1) economies of large scale management, 
(2) economies of large scale distribution, (3) pecuniary economies of large 
scale buying from suppliers".131 


Economies of large scale management depend upon specialization of managerial 
tasks. The large firm can maintain accounting, finance, legal, labour relations, 
marketing and planning departments on the assumption that managers, like production 
workers, become more efficient when confronted with a narrow range of tasks. 


The entire issue of economies of large scale management remains unsettled, 
not just in the forestry sector but for all industry. In his seminal work, 
Bain found little evidence of such economies.132 More recently, Scherer found 
that, with reference to centralized staff, 


the limited amount of evidence we obtained presents an unclear 
pteture. That central staff costs are not fixed as firms move from 
stngle plant to multt-plant status was unmistakable. We tdenttfted 
a few cases tn which the rise in costs was believed to be less than 
proportional to output, but the preponderance of evidence suggested 
that the largest firms have a higher untt administrative cost 
burden than small and medium-sized rivals. 158 


MacMillan Bloedel however, argues that it does enjoy economies in both marketing 
and centralized administration. 


The large volume of forest products MB sells has enabled the Company 
to develop a worldwide marketing system at minimum untt sales costs. 
A complex sales organtzattion of agents and subsidiary compantes 
throughout the world has been created to serve the particular needs 
of each local market. For example, Lumber ts sold in ten Eastern 
American states through a wholly-owned subsidiary with twelve sales 
offices, eight warehouses and eleven cargo terminals. In the U.K. 
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and Japan, sales and distribution are handled through seat 
companies with Local partners. Pulp and paper products are ee 
through a sales organization based tn Vancouver, wheech uses, where 
appropriate, agents or substdtartes tn other countrves. 


MB's network of sales agents and subsidiary compantes keeps its 
head office tn continuous contact with markets throughout the 

wortd and assists tt tn making long-term marketing plans Lita 
attempt to maximize mill returns and ensure stability for both 


mill and customer. New markets can be opened when opportunities 
develop and extsting markets can be expanded and services to them 
improved, With tts existing large marketing network, MB has also 
been able to provide marketing services to smaller Canadian 
companies whose product volumes do not permit development of such 
Gre tnor hives. 


One of the major strengths of a large company is its ODLLLEY Co 
employ spectaltsts and experts in many fields which a small 
company cannot afford to do. MB has health experts, envtronment 
and ecology specialists, economic research analysts, strategic 
planners, labour relations experts and many other spectaltsts 
whose contrtbuttons to the Company's success are vital. In tts 
operating and staff departments the large scale of the Company 's 
operattons enables it to have spectaltsts and experts wtth 
particular skills tn many disciplines, 1° 


There are several sources of economies of large scale distribution, 
Firstly, given that the firm distributes its output over dispersed markets 
there are Garea a aee savings from locating plants and distribution centres 
near customers.13° This evidently explains, in part, the dispersion of 
MacMillan Bloedel's corrugated container plants and plywood distribution 
centres. 


There are not, however, any distribution savings through the integration 
of linerboard and corrugated container manufacture. 


The following testimony by Mr. A.C. Sexsmith of MacMillan Bloedel 
ts to the effect that there are no economtes of distributton 
involved tn selling contatnerboard to a substdtary company as 
compared with selling it to an independent converter: 


@. Do you consider there is any savings in distribution costs 
in selling to your substdtary? 


A. You mean over selling to somebody else? 
ge Yese [sie] 
As NOe 


@. It ts about the same selling effort to sell your subsidiary 
as an tndependent firm? 


A. Bastcally, tt ts contract selling. We sell a contract and 
you deliver according to that contract. You must give the 
same amount of service to your substdtary, complatnt, 
production, and_dgliverwise [ste] so there ts the same 
amount of work. 


Secondty tie muiti-plant firm through. control of its own transportation re cces 
may be able to schedule them more efficiently by recognizing interactions 
between plants. With regard to the latter, Scherer found that: 


tt appears that, in at least a few cases, scheduling an integrated 
transport fleet to meet the needs of a multt-plant production 
network ytelds savings beyond those realtzable in a single-plant 
framework, but the extent of multt-plant operation required ts 
often modest and the integrated approach may be only a second- 

best solution reflecting the absence of competitive common carriage. 


Because of its integration into transportation, MacMillan Bloedel is ina 
position to exploit these economies to the degree that they exist 138 


Pecuniary economies contributable to the multi-plant firm need not detain 
us here. As already explained (see note 120 of this chapter) they do not 
entail real savings of resources but rather involve a redistribution of income. 


The existence and magnitude of economies associated with multi-plant 
operations is simply not well established. Bain, in his seminal work, found: 


The economtes of large multiplant firms are left in doubt by thts 
tnvestigatton. In half the cases in which definite estimates 

were recetved, such economies were felt to be negltgtble or absent, 
whereas in most of the remainder of cases they seemed slight or 
small. Perhaps the frequently expressed susptcton that such 
economtes generally are untmportant after all ts supported, and 
perhaps we are justified in saying that we have had difficulty 

in accumulating convineing support for the proposition that in 
many industries production or distrtbutton economies of large 
firms sertously encourage concentratton or discourage entry. 


In reference to Bain's work Scherer wrote, "The conclusion Bain draws from his 
pioneering effort is a modest, tentative one, but it is the best we have" 140 


Eastman and Stykolt's empirical work directly supports the application of 
Bain's conclusions to the newsprint, linerboard and corrugated container 
industries. They found that "there are no economies to firms from operating 
more than one [newsprint] mill, [in linerboard] no cost advantages accrue to 
a multi-plant firm", and "there are no cost advantages from multi-plant 
operations [in shipping containers], other than the advantages of spreading 
risk by operating in more than one local market",141 


It is painfully evident that in the preceding discussion of economies of 
vertical integration, multi-product operations, and multi-plant operations, we 
have been able to offer only scanty empirical support for our arguments. To 
draw conclusions from such limited evidence is extremely tenuous and therefore 
the following should not be viewed as immutable fact. 
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Apparently there are some very real economies of vertical integration 
especially in the combination of pulping and papermaking facilities where 
technological complementarity is significant. Other economies of vertical 
integration seem to be based on coordination of product flows between processes. 
The magnitude of these savings does not appear to be great. 


In addition, there are economies of multi-product operation. The multi- 
product firm has definite advantages in the use of residues and perhaps some 
advantage in the flexibility with which it can allocate the raw material to 
the highest value end use. 


Economies of multi-plant operations have, in other empirical studies, been 
shown to be of minor significance. No evidence has been forthcoming to indicate 
that multi-plant operation in the forestry sector would enjoy economies not 
found in these other studies. 


EMPIRICAL FINDINGS 


The critical question to be asked at this point is whether these non-plant 
specific economies of scale justify or explain the size of the firm. Our 
conclusion is that they do not, although we readily admit that it is only through 
the accumulation and analysis of much more data that a definitive statement can 
be made. 


In its submission to the Royal Commission on Corporate Concentration, MacMillan 
Bloedel has attempted to substantiate the existence of these economies by using 
profitability as a proxy for efficiency and then showing a positive relationship 
between profitability and size. The analysis is questionable on both theoretical 
and empirical grounds. In their submission it is argued that the profitability 
of larger firms "results from lower costs...the larger forest companies are more 
efficient and hence more profitable".142 


Profit is the difference between costs and revenues and will obviously be 
greater, the lower the costs or the greater the revenue. The submission argues 
that "while many companies in the forest products industry are large,...few if 
any possess a dominant share of their market", 143 Without dominance, it argues, 
there is no influence over price. All firms, large and small, are confronted in 
every market with competitively determined prices. In no instance can a firm 
extract super-normal returns. Therefore, the greater profitability of large 
firms is due to lower costs. The analysis and evidence of the first sections of 
this chapter show unambiguously that the assumption of the non-existence of 
market dominance is patently unrealistic. 


On the other hand the large firm may enjoy lower costs for two reasons. 
It may, as the submission argues, benefit from scale economies unavailable to 
smaller firms. However, it may also benefit from pecuniary economies in that 
it pays less for its inputs through the exertion of market power as a buyer. 
This would of course result in lower accounting costs and thus higher profits. 
Because the exploitation of such pecuniary economies simply implies the 
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redistribution of income from supplier to purchaser it is unclear whether 
society should encourage or even condone their exploitation. 


The test for a relationship between profitability and size provided in 
the MacMillan Bloedel submission is simplistic. A sample of 15 major 
North American forest products firms is divided into three size classes based 
upon total assets. Average return on assets over the 1965-69 and the 1970-74 
periods was calculated for each firm in each class. Then the average rate of 
return on assets was calculated for each size class and it was found that 
this average was greatest in the largest class. From this it was concluded 
that large firms are more profitable, and thus more efficient. 


A good deal of research effort has gone into testing the hypothesis 

that size and profitability are correlated. One of the most sophisticated of 
these is the 1967 Hall and Weiss study 144 which simultaneously considered the 
effects of seller concentration, size, and past output growth, and concluded 
that profitability was correlated with size. However they did not interpret 
this to mean that large firms were more efficient. Rather, they felt it was . 
an indication that large size was related to capital requirement barriers to 
market entry and that these barriers explained the high profitability. 


Using a crude version of the Hall and Weiss model we attempted to find a 
relationship between size and profitability and several other explanatory 
variables. A sample of 52 major forest products firms was constructed. 
Profitability was measured in terms of both the ratio of net profits to total 
assets and the ratio of net profits to total sales. Firm size was alternatively 
measured in terms of employment, sales, and production of pulp and paper. 

Market power was measured by eight firm seller concentration in the relevant 
pulp and paper market, and by the firm's size (in terms of output) relative to 
the size of the market in which it operates. An attempt to quantify 
diversification was made by including variables indicating each firm's 
proportion of total sales coming from pulp and the proportion coming from paper. 


The results of these regressions were consistently disappointing. Tests 
for the significance of the size variable were poor and the portion of unexplained 
variation was high. Suffice it to say that a meaningful test of the relation 
between profitability and size requires a far more sophisticated model than that 
provided by the firm in its submission or by ourselves. 
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SUPER-CONTROL 


Just as our analysis of individual markets ignored scale economies beyond 
those attributable to the individual plant it also ignored market control 
beyond that of the individual firm. Only in several instances were links 
between firms pointed out, and these were generally selling contracts or joint 
ventures of an innocuous nature. However, some students of Canadian industrial 
organization believe that inventories of concentration ratios seriously 
understate actual concentration because of the existence of super-control groups 


which orchestrate the conduct of individual firms. Groups or organizations 
which are mentioned in this context include: individuals or families with stock 
holdings in ostensibly competing firms; financial institutions; trade 
associations; and institutions of government. 


Understandably such super-control groups are often not highly visible. 
Even when a potential group is detected, the actual exercise of control can 
be extremely hard to ascertain. Our excursion into this area must therefore be 
viewed as a superficial review of the obvious. 


We have found no evidence of ties between MacMillan Bloedel and other 
forest products firms based upon individual or family stockholdings. The 
importance of such groups is everywhere on the decline as the capital requirements 
of modern industrial corporations far exceed the fortunes of individuals or 
families. Some would argue that families in combination with foundations can 
continue to wield power through ownership of strategic blocks of shares in 
individual firms. Be that as it may, no such groups are evident with regard 
to MacMillan Bloedel. 


There are, however, several instances of holdings by third parties of both 
MacMillan Bloedel and other forest products firms up to 1974. Norddeutsche 
Papierwerke G.M.B.H., a large West German paper manufacturer, held 48.9 per 
cent of MacMillan Rothesay Limited and was connected to Canadian Forest Products 
and Reed Paper through a joint venture in Takla Forest Products. This link 
was broken with MacMillan Bloedel's purchase of Norddeutsche's interests in 
the Rothesay operation. Canadian Pacific Investments holds a 12.3 per cent 
interest in MacMillan Bloedel, and controls Pacific Logging Company (which 
is connected with Doman Industries) and Great Lakes Paper Limited. 


There are several other joint ventures of convenience. Pacific Logging, 
British Columbia Forest Products, and MacMillan Bloedel jointly own Forest 
Industries Flying Tankers Limited, an aerial fire suppression firm. MacMillan 
Bloedel, British Columbia Forest Products and Crown Zellerbach jointly hold 
Export Sales Selsey Limited, which markets the firms' newsprint exports to 
Southeast Asia.? ° 


An historical relationship has existed between MacMillan Bloedel and 
British Columbia Forest Products, as it was in the late 1940's that H.R. MacMillan 
persuaded E.P. Taylor (Argus Corporation) to acquire a number of smaller sawmill 
and timber holding firms. The resultant firm, British Columbia Forest Products, 
lacked experienced management and sales outlets, problems which H.R. MacMillan 
resolved by loaning the firm several of his senior executives and by agreeing 
to market its output .? 6 some of these selling contracts endure to this day. 
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There is no reason to believe that these inter-corporate stock holdings confer 
control upon any group. MacMillan Bloedel is evidently a management controlleal47 
corporation beholden to no outside super-control forces. In fact, when 
surveying the proliferation of joint ventures and intercorporate share holdings 
which characterize Canadian forest products firms, one is struck by the non- 
involvement of MacMillan Bloedel. 


Financial institutions are another potential source of industry-wide 
coordination. The literature is replete with examples of the power of large 
banks in the direction of investment and output decisions in countries such 
as West Germany, France, and Italy.2 One might well suspect similar behaviour 
in Canada when considering the level of concentration in the Canadian banking 
industry .14? 


Our attempts to find a bank or group of banks with unusually strong ties 
to the forestry sector have come to nought. The Canadian Imperial Bank of 
Commerce is said to be "MB's Bank", however it does not seem to be especially 
linked with other forest products firms. 


What is somewhat disturbing is the frequency with which the directors and 
executive officers of MacMillan Bloedel and competing forest products firms 
concurrently hold directorships or other executive positions in the leading financial 
institutions. Table II.41 on page 1609 drawn from the Financial Post's Directory 
of Directors - 1976, shows just how common this phenomenon is. For example, 
at one time the Royal Bank of Canada had on its Board of Directors representatives 
of: MacMillan Bloedel; Abitibi Paper Company Limited; Bathurst Paper, Limited; 
Rolland Paper Company; Canadian International Paper Company; Maritime Paper 
Products, Limited; Minas Basin Pulp and Paper Company; Bowaters Mersey Paper 
Company; International Paper Sales Company Incorporated; Dover Mills Limited; 
and British Columbia Forest Products. And W.D.H. Gardiner, deputy chairman 
and executive Vice-President of the Royal Bank held directorships on the board 
of the East Asiatic Company (with 50 per cent holding of Tahsis) and Scott Paper 
Limited. 


This of course does not imply that the Royal Bank acted to coordinate the 
behaviour of these firms nor that these directors ever placed themselves in a 
conflict of interest situation. However, it could reasonably be argued that 
the situation is one of unhealthy proximity. 


Trade associations have in many countries, for many industries, at many 
points in time, served as super-control groups. They have_been the vehicles of 
voluntary collusion and politically forced cartelization. In Canada today 
their activities are the subject of Section 32, subsections (2) and (3) of the 
Combines Investigation Act, which explicitly allows certain activities and 
proscribes others. 


Table II.42 hkists the associations to which MacMillan Bloedel belongs, 
and presents no surprises. Some of the organizations are patently innocuous, such 
as the British Columbia Chamber of Commerce, others have in the past been 
associated with conspiracies in restraint of trade .151 Parenthetically, it may 
be noted that a good deal of data used in this study were taken from freely 
available material published by several of these associations. The Council 
of Forest Industries and the Canadian Pulp and Paper Association deserve mention 
in this regard. 
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A final group which has exercised super-control over industry includes . 
various institutions of government. Currently in western Europe planning agencies 


of the state have been found to coordinate the activities of firms within 

the industries for which they are responsible .1°? While we have already discussed 
the role of the Provincial government in the promulgation of resource management 
policies which have favoured the large integrated firms, we have 

found no evidence of direct governmental super-control. 


On occasion governments have used state owned enterprises to influence 
conduct within certain industries.1°3 While the Provincial government does 
have holdings in the forestry sector, we do not have any evidence to indicate 
that they have been used to induce changes in industry-wide structure, conduct 
or performance. 


Summary 


We have found no evidence to indicate that the family of forest products 
firms to which MacMillan Bloedel belongs is subject to the dictates of any 
super-control group, be it public or private. 
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Table II.41 


REPRESENTATION OF FOREST PRODUCTS FIRMS ON _ BOARDS OF 
DIRECTORS OF LEADING CANADIAN FINANCIAL INSTITUTIONS 


The Canadian Imperial Bank of Commerce 


D.W. Timmis (President and chief executive officer of 
MacMillan Bloedel up to March 1976; Director of Canadian 
Imperial Bank of Commerce. ) 


J.E. Richardson (Director of MacMillan Bloedel; Vice-President 
of the Canadian Imperial Bank of Commerce.) 


Robert G. Rogers (President of Crown Zellerbach Canada, Ltd.; 
Director of the Canadian Imperial Bank of Commerce.) 


Hon. J.P. Robarts (Director of Abitibi Paper Company; 
Director of the Canadian Imperial Bank of Commerce. ) 


Alfred Powis (Chairman of B.C. Forest Products; Vice-President 
of Northwood Pulp Limited, and Northwood Mills Limited; Director 
of Canadian Imperial Bank of Commerce.) 


Marsh A. Cooper (Director of Abitibi Paper Company; Director 
of Canadian Imperial Bank of Commerce. ) 


The Bank of Nova Scotia 


C.H.D. Hobbs (Director of MacMillan Bloedel; Director of the 
Bank of Nova Scotia.) 


Thomas G. Rust (Chairman and Chief Executive Officer of Weyerhauser 
Canada, Limited; Director of the Bank of Nova Scotian) 


Alan M. McGavin (Director of B.C. Forest Products; Director of the 
Bank of Nova Scotia.) 


Donald McLaren (Director of B.C. Forest Products; Director of the 
Bank of Nova Scotia.) 


John J. Jodrey (Chairman and President of Minas Basin Pulp and 
Power Company Limited; Chairman and President of Canadian Keyes 
Fibre Company Limited; Chairman of Dartmouth Lumber Company ; 
Chairman of Parrsboro Lumber Company Limited; Director of 
Annapolis Basin Pulp and Power Company Limited; Director of 
Dover Mills Limited; Director of Maritime Paper Products; 
Director of the Bank of Nova Scotia.) 


Donald McInnes (Secretary and Director of Scott Maritimes Pulp 
Limited; Vice-President of the Bank of Nova Scotia.) 
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The Royal Bank of Canada 


SSS 


A.B. Christopher (Director of MacMillan Bloedel; Director 
of the Royal Bank.) 


I.D. Sinclair (Director of MacMillan Bloedel; Vice-President 
of the Royal Bank.) 


W.0. Twaits (Director of Abitibi Paper Company; Director of 
the Royal Bank.) 


P.N. Thompson (Director of Consolidated Bathurst Paper Limited; Director 
of the Royal Bank.) 


Pierre A. Salbaing (Director of Rolland Paper Company; Director 
of the Royal Bank.) 


Claude Pratte (Director of Canadian International Paper Company; 
Director of the Royal Bank.) 


Paul Pare (Director of Canadian International Paper Company; 
Director of the Royal Bank.) 


Frank Manning Covert (President of Maritime Paper Products Limited; 
Director of Minas Basin Pulp and Paper Company; Director of Canadian 
Keyes Fibre Company Limited; Director of Bowaters Mersey Paper 
Company Limited; Director of the Royal Bank.) 


Frank B. Common (Director of International Paper Sales Company 
Incorporated; Director of the Royal Bank.) 


RB. Cameron (Director of Dover Mills Limited; Director of the 
Royal Bank.) 


T.J. Bell (Chairman and Chief Executive Officer of Abitibi Paper 
Company; Director of the Royal Bank.) 


Ian A. Barclay (President and Chief Executive Officer of B.C. Forest 
Products Limited; Director of the Royal Bank.) 


W.D.H. Gardiner (Deputy Chairman and Executive Vice-President of the 
Royal Bank; Director of the East Asiatic Company (Canada) Limited 
[Which owns 50 per cent of the Tahsis Company]; Director of Scott 
Paper Limited. 
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Canada Trust Company 


Jel.) Taylor © (Director of MacMillan Bloedel; Chairman of 
Canada Trust.) 


JVs Ciyne® (Director of MacMillan Bloedel; Director of 
Canada Trust.) 


G.B. Currie (Chairman of MacMillan Bloedel up to March, 1976, 
Director of Canada Trust.) 


W.J. Stenason (Director of MacMillan Bloedel; Vice-President 
of Great Lakes Paper Company Limited; Director of Canada Trust.) 


Richard B. Wilson ‘(Director of ‘B.C. Forese Products; Director 
ef, Canada’ Truse.) 


John Daniel Stevenson (Director of Prince Albert Pulp Company; 
Director of St. Anne Nacawic Pulp and Paper Company Limited; 


Director of McCarthy Milling Company Limited; Director of 
Meadow Lake Sawmill Company Limited; Director of Canada Trust.) 


Huron and Erie Mortgage Corporation 


J.A. Taylor (Director of MacMillan Bloedel; Chairman of Huron 
and Erie.) 


J.V. Clyne (Director of MacMillan Bloedel; Director of Huron 
and Erie.) 


Sun Life Assurance Company of Canada 


I.D. Sinclair (Director of MacMillan Bloedel; Director of Sun Life.) 
Alfred Powis (Chairman of B.C. Forest Products; Vice-President of 
Northwood Mills Limited and Northwood Pulp Limited; Director of Sun Life.) 
H.M. Lank (Director of Bathurst Paper Limited; Director of Sun Life.) 


G.A.R. Hart (Director of Bathurst Paper Limited; Director of 
Sun Life.) 


H.R. Crabtree (Chairman of Howard Smith Paper Mills Limited; 
Director of Sun Life.) 


sElL62. 


F.M. Covert (President of Maritime Paper Products Limited; 

Director of Minas Basin Pulp and Paper Company; Director of 
Canadian Keyes Fibre Company Limited; Director of Bowaters 

Mersey Paper Company Limited; Director of Sun Life.) 


The North American Life Assurance Company 


J.N. Hyland (Director of MacMillan Bloedel; Director of North 
American Life.) 


Commercial Life Assurance Company of Canada 


J.E. Richardson (Director of MacMillan Bloedel, Director of 
Commercial Life.) 


Halifax Insurance Company 


J.E. Richardson (Director of MacMillan Bloedel; Director of 
Halifax Insurance.) 


London Life Insurance Company 


J. Allyn Taylor (Director of MacMillan Bloedel; Director of 
London Life.) 


A.T. Lambert (Director of Canadian International Paper; 
Director of London Life.) 
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Table I1I.42 


BUSINESS ORGANIZATIONS 
TO WHICH MACMILLAN BLOEDEL BELONGS 


American Paper Institute 
260 Madison Avenue 
New York, New York 10016 


American Wood Council 
1619 Massachussetts Avenue N.W. 
Washington, D.C. 20036 


British Columbia Chamber of Commerce 
901 - 626 West Pender Street 
Vancouver, B.C. 


B.C. Maritime Employers Association 
45 Dunlevy Street 
Vancouver, B.C. 


Canadian Chamber of Commerce 
1080 Beaver Hall Hill 
Montreals, P.O: 


Canadian Export Association 
1020 - 1080 Beaver Hall Hill 
Montreal, PQ. 


Canadian Manufacturers’ Association 
67 Yonge Street 
Toronto, Ontario 


Canadian Pulp and Paper Association 
2300 Sun Life Building 
Montreal, (P.O. 


Canadian Wood Council 
701 - 170 Laurier Avenue West 
Ottawa, Ontario. 


Council of Forest Industries 
1050 West Hastings Street 
Vancouver, B.C. 


Federation Europeenne des Fabricants de Carton Ondule 
37 rue d'Amsterdam 
75008 "Paris, France. 


Fibre Box Association 
224 South Michigan Avenue 


Chicago, Illinois 
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Porest Engineering Research Institute of wCanada 
570 ot. Johns’ Boulevard 
Poantenclaire, PQ. 


Forest. Industrial Relatrons Ltd 
SUS Burrard Street 
Vancouver, B.C. 


FoOUuraringer Kratt Institute 
200) Park Avenue 
New York; oN .Ys 


National Forest Products Association 
1619 Massachussetts Avenue NOW: 
Washington, D.C. 


Pacific Logging Congress 
217 American Bank Building 
Portland’), Oregon 


Technical Association of Pulp and Paper Industry 
1 Dunwoody Park 
Atlanta, Georgia 


Vancouver Bourg of “rade 


1177 West Hastings Street 
Vancouver, B.C. 
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NOTES 


Statistics Canada, Canadian Forestry Statistics, Ottawa, 


Information Canada, Catalogue 25-202. 


The interested reader is referred to the voluminous output 

of the B.C. Royal Commission on Forest Resources and its 
predecessor the Task Force on Crown Timber Disposal. Of 
particular interest is the latter's study, Forest Tenures 

in B.C., which provides a Valuable guide through the labyrinth 
of the tenure systems. 


Actually, the TFL's are comprised of two tyres of land. 
These are "Schedule A" and "Schedule B". The former are 
Crown grants and OTT's which firms have voluntarily included 
in the management scheme of the TFL. Despite inclusion in 
the TFL these Schedule "A'' lands continue to be subject to 
a number of the conditions of the original grant, most 
importantly they remain extremely secure. 


Task Force on Crown Timber Disposal, Forest Tenures in B.C., 
Victoria, February, 1974, ps 44. 


Minimum optimal scale is the level of output which the 
plant must reach to exploit all economies of scale. 
Expansion of output beyond this level results in constant 
or increasing per unit costs. For further discussion of 


this concept see J.S. Bain, Industrial Organization, 
2nd edition, New York, Wiley & Sons, 1968, pp. 167-68. 


Based upon the argument that the largest contractors have 
the specialized equipment needed for small log harvest. 


Crown Zellerbach, Submission to the Royal Commission on 
Forest Resources, Kamloops, September, 1975. 

From data supplied by MacMillan Bloedel. 

Statistics Canada, loc. cit. 

This example, and in fact this entire section, borrows 


ruthlessly from J.S. Bain, Industrial Organization, 2nd edition, 
New York, Wiley & Sons, 1968, pp. 177-180. 
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Roger Hayter, ‘An Examination of Growth Patterns and Locational 
Behaviour of Multi-Plant Forest Product Corporations in British 


Columbia," unpublished doctoral thesis, 1974, University of 


Washington. 


"Testimony before the Royal Commission on Forestry, 1946," 
Giiret Sloan, Commission), Vol. 4, pe 30- 


MacMillan Export Company, Submission to the Royal Commission 
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Tbid., p. 38. 


"Testimony before the Royal Commission on Forestry," op. cit., 
Volts. 12, par, 3822. (no pagination). ° 


Tbad..,. para: 3744. 
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MacMillan Bloedel, Brief to the Royal Commission on Forestry, 
November, 1955, p. 9. 
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"Testimony before the Royal Commission on Forestry," Book 155, 
July 4, 1956. 


The Truck Loggers Association, Brief Submitted to the Royal 
Commission on Forest Resources, Vancouver, November, 1975, 


p. 4. It should be noted that the firm contends that the 
PSYU's were not set up to sustain the independent loggers. 
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Personal interview. 


Task Force on Crown Timber Disposal, Forest Tenures in i, Cae 
Victoria, Februazy, 1974, p. 124.. 
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Oligopoly by Merger," American Economic Review, XL, 
May; 1950,. and Joe. S. Bain} “SurvivaleAbibity as a 
Test of Efficiency," American Economic Review, LIX, 
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The strength of the pulp, and of the paper subsequently 
manufactured from it, depends upon thé length of the 
cellulose fibre. The longer the fibre the stronger 


the pulp or paper. 


This odour is facetiously referred to as the ''Tacoma 
aroma" in the Pacific Northwest in honour of Tacoma, 
Washington, the site of a number of Kratt murs. 


This and the subsequent general data on pulp products 
are from the Canadian Pulp and Paper Association, 
1975 Reference Tables, 29th edition, October, 1975. 
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Weyerhauser Canada Ltd., Submission to the Royal Commission 
British Columbia, Kamloops, September, 1975, 


on Forest Resources, 
p. 6. 


Representatives of MacMillan Bloedel's Pulp and Paper Group 
say this is too high but refuse to give the actual export figure. 
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Roughly ten per cent of the Canadian population resides in British 
Columbia. 


Regina v. Howard Smith Paper Mills et al., 1955, O.R., 713, pages 726-7378 


Roach, J.A., delivering the judgement of the Ontario Court of Appeal. 
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A large portion of MacMillan Bloedel's Tree Farm License (TFL) 39 is 
located on the Queen Charlottes. This forest Management licence incorporates 
about 25 per cent of the land area of the islands, and a comparable portion 
of the area's annual allowable timber cut. Other TFL's on the islands are 
owned by Crown Zellerbach Canada and Rayonier Canada. 


Very little of the timber harvested in the Queen Charlottes is processed 
locally; only one small sawmill operates on the Islands. Traditionally 
logs are transported by barge or boom to mills on the South Coast Seat 
Following this pattern, logs harvested by MacMillan Bloedel on TFL 39 are 
transported to processing plants at Powell River or Nanaimo. 


One group of island residents, the Skidegate Indian Band, has protested 
this ongoing export of raw materials from the Queen Charlottes, especially 
with reference to MacMillan Bloedel. The Band submitted a brief to the 
Royal Commission on Forest Resources outlining its viewpoint. 


The submission and accompanying testimony argued that while logging in 
the TFL's does provide employment for the people of the Queen Charlottes, 
this employment is not secure. In the Band's opinion the community receives 
little of the benefits flowing from extraction of the island's resources, 
except in terms of wages. The Band requested that upon expiry of the current 
agreements, the Queen Charlotte TFL's be restructured, taken away from the 
present corporate holders, and given to the Skidegate Band. 


Employees of the big compantes earn a wage, but are dented 
benefits realtzed from the profits of their labour.... The 
continued employment of our people ts at the mercy of the 

btg compantes. Tree Farm Licence 39 belongs to MacMillan 
Bloedel.... In theory MacMillan Bloedel could cut the block 
on our tslands completely, provided they left sufftetent wood 
standing below (ste) to matntain sustained yteld overall. 
Employment to our people would be wiped out for fifty to one 
hundred years as we waited for our trees to grow back.... 


The best safeguard for long term employment and for the 
respect of the forests...ts tn granting village ownership 
of the Tree Farm Licences to keep our people employed and 
provide the village with needed revenues to provide services 
to our people. 22 


During testimony at the hearings, a representative of the Skidegate 
Band remarked that: 


If you live in the Queen Charlottes you see barge load after 
barge load going out with very little coming back into the 
community. This has been gotng on for 60 years and all we 
have ts 60 miles of blacktop. And we have a ferry now. 


During the testimony, it became clear that the band was primarily 


interested in receiving revenues from the TFL's, and not assuming the 
Management responsibilities. Representatives of MacMillan Bloedel responded 


= Ls = 


to the Skidegate concerns about employment by demonstrating that the annual 
cut on the islands is approximately at the level that can be maintained in 


perpetuity. 


It would not be unusual for a TFL to be granted to a community, since 
three of these licenses are held by municipalities at present. However, 
it would be unprecedented for a TFL to be completely or partially taken 
from a current holder and given to another group, since the agreements are 
legal documents with specific renewal rights. Moreover, it may not be in 
the provincial economic interest to redistribute forest tenure rights in 
order to shore up the economies of isolated communities. Economic 
efficiency would likely be sacrificed for regional development goalsia 

Since no interviews were conducted in the Queen Charlotte area, it 
cannot be determined whether sentiments expressed by the Skidegate Band 
Council are representative of opinions held by most residents of the Queen 
Charlotte Islands. Nevertheless, it seems evident that the low level of 
economic development in the Queen Charlottes can partially be attributed to 
the lack of processing facilities for local forest resources.2° This 
situation results from having large central processing facilities on the 
southern British Columbia coast. In other words, the degree of economic 
development enjoyed by the residents of Powell River occurs to some degree 
at the expense of Queen Charlotte residents. 


RESOURCE POLICIES 


Because MacMillan Bloedel is the largest corporate user of British 
Columbia's natural resource base, its resource policies are both 
significant and influential. This is especially true when one considers 
that ownership of the majority of provincial forest land is retained by 
the Crown. Much of MacMillan Bloedel's timber supply is therefore obtained 
through long term agreements or "tenures" from the provincial government. 
Provincial requirements regarding forest tenures, environmental practices 
or land use management have major effects on the firm's profits, so it is 
important to determine how MacMillan Bloedel has interacted with government 
agencies on these matters. 


First, this section provides a review of the firm's policies regarding 
forest tenures. Changes in these tenure policies and MacMillan Bloedel's 
reaction to these changes are documented. Next the company's positions on 
environmental issues are discussed. Finally, MacMillan Bloedel's land use 
policies and management performance are outlined. 


TENURE POLICIES 


As discussed in detail earlier, the tenure system, which sets 
out the terms upon which the Crown grants access to the forest to private 
forest products firms, is of great importance both to the public and to. 
the industry. As was shown, MacMillan Bloedel has done extremely well 


under the system, accumulating more of the most desirable cutting rights 
than any other firm operating on the Coast. 
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Some of the major governmental decisions shaping the current tenure 
system were made at the recommendation of two provincial Royal Commissions, 
one of which was completed in 1946 and a second in 1956. The latest 
Royal Commission investigating the British Columbia forest industry began 
in 1975, and completed its work in 1976. Submissions made by MacMillan 
Bloedel and its predecessors to these Royal Commissions reveal the 
evolution of the company's position on the forest tenure system. Interesting 
comparisons can be made of major changes in the firm's attitudes towards 
these tenures as it grew to its present dominant position. These attitudes 
are analyzed below with enough background information to give context to 
the discussion. While these Royal Commissions investigated many other 
aspects of forest policy in addition to the tenure system, only tenure 
issues are discussed here because of their paramount importance to the 
industry. 


1946 Sloan Commission 


This major forestry Royal Commission was undertaken at a time when 
there was little long term forest management in British Columbia. That 
is, the annual cut was unregulated, replanting was sporadic, and there 
were no provisions for long term forest tenures which extended beyond the 
Parse cut. 


By that period, i.e. the mid-1940's, the concept of "sustained yield" 
forest management had become well known among resource managers. Sustained 
yield, as defined by Justice Sloan, the sole Commissioner, meant "a perpetual 
yield of wood from regional areas in equal or increasing volumes." Thus 
sustained yield management involves planning the harvest, replanting, and 
regeneration of a region's forests so that approximately the same amount 
is harvested in each time period as is grown. Essentially, the task 
confronting the Sloan Commission was to determine the most rational and 
expedient way to establish sustained yield management of the province's 
forest lands. 


The Commission could have allocated the responsibility for forest 
Management to one or a combination of three groups: the provincial Forest 
Service, the large corporate forest products companies, or the small 
companies. After much consideration, the Commissioner recommended that 
long term forest management become the shared responsibility of the private 
forest products firms and the Forest Service. Major companies were given 
exclusive long term management responsibilities and harvesting rights over 
large tracts of public timber, usually combined with the firm's private 
holdings in a given area. Originally, some of these licenses were also 
awarded to smaller firms and family companies, but all were ultimately 
purchased by the large firms. These arrangements were originally termed 
Forest Management Licenses and are now referred to as Tree Farm Licenses. 
Areas not included in the TFL's are now termed Public Sustained Yield Units 
(PSYU's) and managed on a sustained yield basis by the Forest Service. 
These PSYU's were originally intended for exploitation by small independent 
firms, yet at present ten large integrated companies account for 57 per cent 
of the annual cut in the Coast Region. 
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Thus Commissioner Sloan envisioned a combination of private and 
public management for British Columbia's forests. This decision was a 
crucial one with long term significance, in that the Forest Management 
Licenses (now TFL's) involved turning over large blocks of public timber 
‘to individual firms for long, occasionally indefinite, periods of time. 
In these areas, individual firms supplanted public managers, and were 
given the opportunity to act essentially as private owners of the forest 
resource, while required to obtain approval of logging plans and make 
royalty payments. For a number of reasons, this TFL system has drawn 
much criticism in the province at various times. 


A variety of reasons have been advanced as to the motivation for 
Justice Sloan's recommendation encouraging major corporate participation 
in the management of provincial forest lands. Submissions to later Royal 
Commissions indicate that one of the main goals of the FML system was to 
attract capital to the province in the form of processing facilities. 
In fact, many FML's were granted with "appurtenant" clauses, which required 
the construction of processing plants.29 Testimony before the 1946 
Commission indicated that many people believed the small logging companies 
had too short a time horizon, and lacked the planning expertise required 
for sustained yield management. 39 


More importantly, R. Orchard, the Chief Forester of the province 
and one of Justice Sloan's advisors, apparently had misgivings about the 
ability of the Forest Service to adequately manage the whole provincial 
forest. Personal interviews suggest that Orchard believed the political 
decision makers of the day would not have funded the Forest Service to the 
level required to maintain sustained yield management throughout the 
province. Another opinion, advanced in a radical critique of British 
Columbia forest policies, was that a strong commonality of interest 
existed between Forest Service officials and thelarge forest product 
companies at that time, which led to similar viewpoints regarding future 
management of the provincial forests. 


Whatever his motivation may have been, Justice Sloan's decision to 
allow significant industry management of the resource has had important 
implications for the nature of the industry, and worked to the advantage of 
large firms. H.R. MacMillan did not at that time support the establishment 
of the TFL system. In his submission to the 1946 Royal Commission, MacMillan 
stated that he saw no need to change the conditions of tenure or costs 
on lands already alienated. He did suggest that the current owners should 
be allowed to retain their logged land for the next forest crop to encourage 
replanting and sustained yield management, but made no mention of licensing 
large tracts of public lands to individual firms. 


His position contrasted with the views of other large companies 
including Bloedel, Stewart, and Welsh, one of MacMillan Bloedel's 
predecessors. Their brief to the Royal Commission pointed out a belief that 
"private working circles" (later TFL's) should be established which combine 
public and private-held timber under long term management by private 
firms.?3 This opinion was commonly held by industry leaders as well as the 
Chief Forester of the province. 
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1956 Sloan Commission 


The second Sloan Commission was called to review and analyze the 
results of legislation introduced at the recommendation of the 1946 Royal 
Commission. That is, the 1956 Royal Commission investigated the effects of 
Forest Management Licenses and Public Working Circles upon the industry, 
as well as many other issues. 


By 1955, a total of 21 Forest Management Licenses, had been 
granted to private firms, nearly all inthe Vancouver Forest District. 
The H.R. MacMillan Export Company and Bloedel, Stewart and Welsh had 
merged in 1951 to form MacMillan and Bloedel, Ltd. MacMillan and Bloedel 
had been granted two Forest Management Licenses by the time the second 
Sloan Commission began hearings in 1955. 


Opinions on the tenure system offered by H.R. MacMillan in his brief 
to the 1956 Royal Commission were outspoken and controversial. MacMillan 
stated that his firm adamantly opposed the establishment of any more Forest 
Management Licenses in the Vancouver Forest District. In his opinion, 
the Vancouver Forest District was being overcut at that time, and to bring 
the cut into alignment with the allowable annual cut, a rigorous program 
of reforestation and planning was required. The commitment of more large 
blocks of public timber to private firms in the form of Forest Management 
Licenses would reduce the amount available in Public Working Circles to 
be distributed by the market. He was not opposed to new Forest Management 
Licenses outside the Vancouver Forest District. 


The MacMillan and Bloedel brief to the 1956 Commission is especially 
notable in that it contains extensive passages extolling the virtues and 
benefits of competition as a mechanism for allocating the rights to public 
timber. According to his submission, MacMillan believed the positions of 
both small loggers and small mills should be protected by maintaining as 
large a Public Working Circle forest as possible. At that time, timber 
sales in public areas were auctioned by competitive bids. In the words of 
MacMillan: 


...no fatr-minded Canadian would desire to see these small 
operators crushed for the benefit of a feu.... Publte Working 
Cireles provide equal access to all Timber Sales by all who 
want logs. 

Nothing could be fatrer. 

Competition protects publie revenue. 

The cut ts not...reserved for a favoured fev. 

Those who are the most hungry for any logs can get them by 
outbidding the others. Our present economy will survive as 


long as...the Crown Forests can be reached and aequtred by 
the hundreds of operators who earn their ltvelthood there.... 


OSES te 


Vaneouver Forest District has now reached the stage where new 
wood consuming industries are no longer needed. No bonus 

in the form of Forest Management License needs to be expended 
by the publte to start anybody else in business tn the 
District. 


Those who urge the contrary do so in fear of the fate whtch 
may be in store for them tf they fatl to maintain their 
efficteney and bear the brunt of the competition of their 
peers.... What they want ts "most-favoured company" treatment, 
favoured by Government, with the objective that they will be 
awarded all the timber they could ever need even though the 
result wtll be that the competitors will be correspondingly 
reduced, and other wood consumers, less powerful, less crafty, 
but just as good Canadians, will be put out of business. 


MacMillan's stance generated much controversy at the hearings of 
the Sloan Commission. Two of his company's major competitors had not 
yet applied for Forest Management Licenses in the Vancouver Forest 
District, but were in the process of doing so. Other companies, including 
MacMillan and Bloedel, already held or were about to be awarded these 
very desirable and secure forms of forest tenure. MacMillan's position 
was therefore criticized by many as being a strategy move to prevent his 
competitors from obtaining the rights to large portions of public forests, 
since his company already controlled licenses in the Vancouver Forest 
District. > 


Other individuals maintain that MacMillan did in fact have a 
genuine concern for the plight of the small logger and a strong belief in 
the efficiency of competitive markets, even though his firm was the 
largest holder of Forest Management Licenses, which insulated MacMillan 
Bloedel from "bearing the brunt of the competition of its peers." 


1975 Pearse Commission 


This Forestry Royal Commission was struck in early 1975 to investigate 
all aspects of the current state of the British Columbia forest industry; 
Dr. P. Pearse was appointed as sole Commissioner. Hearings were 
conducted throughout the second half of 1975, and submissions were received 
from groups concerned with all phases of forest utilization. 


MacMillan Bloedel, Ltd. made three submissions to this Royal Commission, 
as well as questioning witnesses and supplying testimony by the firm's 
chief officers. Due to this participation, the positions of MacMillan 
Bloedel on important issues facing this Royal Commission are well 
documented. 


The MacMillan Bloedel briefs to the Pearse Commission are based on 


two major premises. First, that there are no economic, social or technical 
justifications for increased government intervention into the operations 
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of the forest industry, and second, that there is no crisis in the present 
tenure system. The brief states that the current procedures and tenure 
system serve "the public interest." However, the company does perceive 

a "crisis in government administration which has eroded the competitive 
position of the industry."38 


These briefs commented extensively on the current tenure system. 
The TFL agreements are a "genuine success story which has not been 
duplicated in the free world" in that the objectives sought in establishing 
TFL's have been accomplished. The company was of the opinion that new 
allocations of timber should be in the form of TFL's whenever possible. 
A number of specific recommendations concerning TFL's were made in the 
submissions; almost all of these recommendations would serve to reduce the 
degree of control and influence in TFL management currently exerted by the 
provincial Forest Service. Also, the company recommended that the term 
of these agreements be made longer and more secure. 


One major issue of contention that arose during hearings of this 
Commission was the duration of Tree Farm Licenses. Three of MacMillan 
Bloedel's Tree Farm Licenses granted before 1956 were originally termed 
~perpetual-; that 1S, rights to manage and harvest these areas on “a 
sustained yield basis were granted to the company in perpetuity, and were 
not subject to renewal or review by the Forest Service. After 1956, at 
the recommendation of Justice Sloan, new TFL's were granted for a 21-year 
period and were renewable after that time. In the early 1960's the Forest 
Service established the policy that those licenses formerly termed 
perpetual would have a 21-year renewal period, in the same manner as all 
other TFL's. This policy received attention during testimony to the 
Pearse Commission, and drew extensive, severe criticism from MacMillan 
Bloedel.4°9 «It was later pointed out that the new policy did not imply that 
MacMillan Bloedel's TFL's would be necessarily cancelled; rather, the 
license would be subject to renewal after 21 years. 


Some of the most significant recommendations made by MacMillan Bloedel 
deal with timber allocations in PSYU's (formerly Public Working Circles). 
As discussed previously, many recommendations were made on this same topic 
to the 1956 Royal Commission. It is noteworthy that the recent recommen- 
dations differ radically from those made in 1956. 


After the 1956 Sloan Commission, a system of "quotas" was established 
in the allocation of timber sales in PSYU's. While perhaps serving other 
socially desirable functions, this quota system has considerably reduced 
viable price competition in public timber sales by limiting the entry of 
purchasers. These "quotas" have developed into an informal tenure 
arrangement protecting existing operators in PSYU's. Even though the 
company holds only minor PSYU quotas, the MacMillan Bloedel brief deals 
extensively with this topic. Their major recommendations were that quotas 
should be granted legal status as a form of tenure in PSYU's, and that 
the terms of sale under these quotas should be longer than at present. 
Also, these quotas should be completely transferable and saleable. 42 


Sed Sim 


The MacMillan Bloedel recommendations directly contradict those made 
by H.R. MacMillan in 1956. MacMillan opposed the licensing of bidders in 
PSYU's, which is approximately the same procedure as the quota system, 
because it would restrict competition. 


We do not see why some etttzens should be allowed to btd and 
others prevented dtrectly or indirectly from bidding. ..the 
utmost free competttton should be encouraged to protect 
Publte revenue and ensure that the wood goes to those who 
want LL MOST. «is. 


The MacMillan Bloedel policy on tenures in PSYU's has in fact 
reversed completely in 20 years. 


This change is perhaps indicative of the direction in which MacMillan 
Bloedel tenure policy has moved. Nearly all recommendations on the tenure 
system made by MacMillan Bloedel to the 1975 Royal Commission would serve 
to minimize the discretion and influence of the Forest Service in the 
administration of tenures, or to extend the terms of tenures and make 
them more secure. The company would prefer that it (and the other British 
Columbia forest industry firms) could operate more in the manner of 
resource owners rather than as users of public timber. As its rationale, 
the company maintains that security of tenure is required to attract 
investment, and that Forest Service procedures are costly and overly 
bureaucratic. 


Another possible reason for adoption of this stance is that many 
aspects of British Columbia forest administration have been under review; 
first by the Forest Service itself, also by a Task Force in 1974, and 
finally by the Pearse Royal Commission. A major movement away from the 
status quo in the terms of tenure could well have a disadvantageous impact 
on MacMillan Bloedel, which is by far the largest and most resource-rich 
forest products company in the province. 


ENVIRONMENTAL POLICIES 


Two broad environmental issues have caused friction between government 
and industry in recent years. The first of these, the environmental logging 
guidelines, were issued by the Forest Service in 1972 to promote logging 
practices which minimize impacts on other forest uses. The second issue 
involves environmental controls placed on processing facilities, particularly 
pulp mills. MacMillan Bloedel has made representations to the provincial 
government on both these issues. 


Environmental Logging Guidelines 


In 1972, the provincial Forest Service issued a set of logging 
guidelines to be followed by the industry, in response to increasing 
evidence that progressive clear-cutting had decreased environmental quality 
in certain areas. These guidelines generally require that “logging operations 
must be planned and conducted in such a way that potential deleterious 
effects on the environment are minimized." Major goals include the 


=i 9S = 


protection of water quality, fish and wildlife habitat and recreational 
uses. In other words, the guidelines are a step towards multiple use 
Management of the provincial forests. 


In order to minimize logging impacts, the guidelines call for 
smaller and more dispersed clear cut openings in the provincial forests, 
with areas adjacent to those logged deferred from cutting for a period of 


years. Clear cut areas should not exceed 200 acres according to 
the guidelines .4 


The major effects of these guidelines upon the industry are two-fold; 
the area available for logging in any time period is significantly reduced, 
and the amount of road building required is Significantly increased. Road 
building and planning costs are paid by the firm but are then deducted from 
the provincial stumpage charge as a cost of production. However, there is 
no reimbursement of interest charges on funds borrowed for road construction 
and therefore the guidelines resulted in higher real costs for the logging 
firms. 


While at least partially agreeing with the principle of the guidelines, 
industry leaders have many objections to their application; the MacMillan 
Bloedel position is typical of those expressed by forest industry firms. 

In a letter to the provincial Minister of Lands, Forest and Water 
Resources, MacMillan Bloedel raised four major concerns relating to 
application of the guidelines. Most importantly, the company believes that 
the guidelines are not being applied in relation to the values of the 
resources being protected. In MacMillan Bloedel's opinion, the industry 
(and ultimately the public) is bearing high costs in terms of increased 
road building and reduced amounts of developed timber available for logging, 
even though the fish and wildlife values of a given area may not merit 

such expenditures. Moreover the company claims it suffers a loss of 
flexibility in its operations due to the new development pattern. 


Also, the system for processing cutting plans by the responsible 
provincial agencies is claimed to be extremely slow and costly. Timber 
Margins are being increased by two to four times, which, the firm contends, 
increases the risk of wind thrown tree damage. And finally, the increased 
density of forest roads will worsen siltation in streams, according to 
MacMillan Bloedel. 


As solutions to these difficulties, the firm made the following 
recommendations: that the review system be streamlined, that one 
government agency (the Forest Service) be appointed final decision-maker 
in cases of disagreement between agencies, and that the guidelines be 
applied in relation to the values being protected, pees full consideration 
to the forest industry's costs and to timber value. 


At present, these logging guidelines are still in effect in the same 
form as established in 1972, although changes are occurring in their 
administration. MacMillan Bloedel has continued to object to their 
application, since implementation of these guidelines "significantly 
increase(s) capital expenditures...required to continue logging at current 
levels." 
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Pollution Control Requirements 


In 1970, hearings were held by the provincial Pollution Control 
Branch which reviewed pollution standards for the British Columbia 
forest industry. A primary reason for calling these hearings was to 
elicit information from concerned groups as to how effluent standards 
should be set for the pulp and paper industry. 


MacMillan Bloedel did not make an individual submission to this 
inquiry. Rather, the company's position was represented (along with 
other industry members') in a brief by the Council of Forest Industries. 
In its submission, the Council outlined a plan for management of effluents. 
Briefly, it called for setting waste levels on a plant by plant basis, 
based on the management plans of the individual companies. The Council 
wanted to avoid the setting of effluent standards which applied uniformly 
to all plants in the province since many older pulp mills would require 
extensive capital expenditures. The industry also opposed public hearings 
on applications for new plants. 


In May of 1971, a preliminary set of objectives was distributed 
to all groups making submissions to the inquiry, in order to elicit 
responses. The forest industry protested that some of the proposed 
standards were "technically unobtainable and economically unthinkable." 
After consultation _with industry representatives, many standards were 
revised downwards. 


The results of this process were the set of pollution standards 
adopted by the province in 1971. Various interest groups reacted quite 
differently to the new standards. The Council of Forest Industries 
maintained that the provincial economy would be seriously impaired by the 
objectives, while an environmental spokesman said the objectives bore 
no relation to the recommendations made by his group at the hearings. 23 


In 1976, a second public inquiry was held by the provincial Pollution 
Control Branch to review the objectives set five years earlier. The 
Council of Forest Industries again submitted a brief. A main point made 
in his brief was that the present set of objectives and the methods 
developed for regulation had numerous advantages and should remain 
unchanged. The Council wanted to avoid the possibility that the structure 
of the objectives might be changed just as_its industry members were 
spending large sums of money to meet them. 


MacMillan Bloedel also made an additional submission to the 1976 
inquiry which summarizes the firm's activities in pollution control. As 
stated in the submission, MacMillan Bloedel recognizes pollution abatement 
as one of its prime responsibilities and has undertaken active control 
programs for many years. It has reduced nearly all kinds of industrial 
effluents, as required by the 1971 pollution control objectives. By 1980, 
the company expects to have discharges reduced to the point of compliance 
with 'Level B' objectives (the highest required for existing facilities) 


and in some instances, to Level A objectives (the level required for new 
facilities). 
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The company's capital expenditures for pollution abatement have 
increased from $4.2 million in 1972 to $9.5 million in 17a. Oinas 
spending amounted to about 10 per cent of total capital expenditures over 
that three year period, according to MacMillan Bloedel. Operating costs of 
pollution control increased from $.87 million in 1972 to 320 ‘milion ean 
1974. The firm has stated that it believes it should seek to minimize 
adverse effects from its operations, but that expenditures of large sums 
of money for pollution control involve social costs in the form of higher 
prices. The government should strike a balance between the benefits of 
environmental regulations and the costs involved, in the opinion of 
MacMillan Bloedel. >© 


Other Environmental Issues 


MacMillan Bloedel has been involved in few other issues or confron- 
tations regarding environmental degradation in British Columbia. The 
company was charged both in 1974 and 1975 with contravening the federal 
Fisheries Act by..."polluting water frequented by fish." One of these 
charges, for Cl Tap th Salmon stream during logging road construction, 
was later withdrawn. Occasionally, some local opposition to the 
company's activities has been mounted by anti-pollution groups in communities 
where MacMillan Bloedel has processing facilities.°8 


Conclusion 


Regarding the environmental issues discussed in this section, it 
seems that MacMillan Bloedel's policy has been one of guarded cooperation. 
The company has continually objected to application of the logging 
guidelines, which it considers to be unjustifiably costly and inflexible. 
On the other hand, the company apparently supports the pollution control 
objectives, which it has termed "...not unexpected, punitive or unduly 
severe in comparison with regulations in effect elsewhere." 2? Perhaps an 
address given in 1972 to the Canadian Pulp and Paper Association by then 
Vice-President, Denis Timmis, best summarizes the company's position on 
environmental issues. Timmis stated that he believed: 


.--envtronmental matters (have) evolved tn a deep and widespread 
econeern on the part of the public...(whtch ts expressed tn) 
dtssattsfactton wtth extsting condittons. In the face of these 
expectations, the industry must accelerate tts steps to head off 
publte dtsstllustonmment and scepttctsm.... The tndustry has an 
obligation to operate tn a manner conststent wtth prevatling 
attttudes about protection of the envtronment.... That ts not 
too much to ask of us, and in the final analysis what other 
opttons have we 760 


LAND USE POLICIES AND PERFORMANCE 


The activities of MacMillan Bloedel as a manager of forest lands 
in British Columbia are extremely significant, Since the company 
administers the use of 3.5 million acres of public (and private) forests 
in the British Columbia coastal region. Lands managed by MacMillan Bloedel 
are in many cases located in proximity to the dense population centres of 
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British Columbia's Lower Mainland, which makes these areas more valuable 
for alternative forest uses such as recreation or wildlife management. 
Thus, the potential for land use conflicts involving MacMillan Bloedel is 


great. 


Certain points should be established at the outset of this discussion. 
Questions of land use and resource allocation are often contentious 
issues, Since various segments of society have conflicting opinions 
regarding the relative social values of different uses. The firm contends 
that at times land use conflicts involve jurisdictional disputes between 
government agencies which have responsibility for protecting competing 
resource uses. For example, in attempting to cooperate with the desires 
of the Provincial Fish and Wildlife Branch, the firm has at times 
encountered resistance from the provincial Forest Service. The extent of 
this type of intergovernmental friction is evident in the provincial 
government's lack of a clear, workable procedure for determining optimal 
resource use in a given area. Forest industry firms have no legal right 
or justification to manage TFL lands for purposes other than timber 
production, even though such management is clearly required. Thus 
MacMillan Bloedel has in many respects been operating as a land manager 
without the benefit of a well articulated public policy on resource uses. 


MacMillan Bloedel Land Use Policy 


Public demand for recreational access to the forest industry's 
tenured lands has increased in recent years. As yet, no comprehensive 
policy has been issued by the provincial resource agencies regarding 
public use of forest areas managed by private firms. In response to 
this void, MacMillan Bloedel adopted its own Land Use Policy in 1971, 
which deals with multiple use of its tenured forest holdings. 


As outlined by MacMillan Bloedel, major objectives of its land 
use policy are: 


1. Where compattble with the primary use of lands for growing 


timber, to recognize other values and make all reasonable 
efforts to preserve or enhance them tn the course of harvesting, 
restocking, and tending the forest. 


2. To factlitate other uses of forest lands in order to 


minimize the demand for NAA Ze BEG Lands from timber 


production for single-use purposes. 
(emphasis added) 


In this land use plan, policies and procedures are outlined regarding 
public access, recreational and aesthetic considerations, fish and 
wildlife, water quality, and other resource uses. Generally, the policy 
outlines the positions MacMillan Bloedel follows with respect to multiple 
use of public lands under its forest management jurisdiction. 


To help make this land use policy operational, the company has 
established a Land Use Planning Advisory Team (LUPAT). The team is 
comprised of six wildlife, fish and soils scientists, and one technician. 
They act as advisors to MacMillan Bloedel's logging division managers in 
formulating logging plans which minimize adverse environmental impacts. ©2 


Both MacMillan Bloedel's Land Use Policy and LUPAT are unusual 
(though not unique) in the British Columbia forest industry. For these 
reasons the company is considered by many observers to be a relatively 
responsible and innovative resource manager. However, conflicting 
viewpoints do exist regarding MacMillan Bloedel's land use policies and 
procedures. 


As pointed out by a British Columbia Forest Service official, 
MacMillan Bloedel's management policies and land use team operate from 
the company's viewpoint rather than the public's. MacMillan Bloedel's 
stated purpose is to allow multiple use where compatible with timber 
harvest, a viewpoint which may or may not agree with society's ranking of 
land use preferences in a given area. Yet the public at least partially 
pays the cost of these management programs through deductions from 
stumpage charges. Furthermore, representatives of the British Columbia 
Fish and Wildlife Branch remarked that the MacMillan Bloedel land use 
policy evolved in response to mounting public pressure. Because of the 
commercial forestry orientation of this land use policy, it has not served 
to eliminate land use conflicts involving MacMillan Bloedel, as discussed in 
the next section. 


Land Use Conflicts 


Despite its stated Land Use Policy, MacMillan Bloedel has been 
involved in a number of land use conflicts in the British Columbia coastal 
region. These conflicts are not surprising, since public demands for 
alternative forest uses such as wildlife management and public recreation 
have increased in recent years. They become even less surprising in Lion 
of the firm's control of extensive areas in proximity to the population 
centres of the Lower Mainland and Vancouver Island. Further, it should be 
pointed out that land use conflicts in the British Columbia forestry 
sector are not unique to MacMillan Bloedel; such conflicts occur to varying 
degrees with other firms. 


Probably the most significant and publicized conflict has been over 
the Tsitika-Schoen area, which is comprised of about 300,000 acres of 
forest lands in two river drainages on the northeast corner of Vancouver 
Island. The area constitutes an almost untouched "buffer zone" of wilderness 
between extensively logged areas to the north and south. Large portions 
of the Tsitika-Schoen area are located within MacMillan Bloedel's TFL 39. 


Controversy over the future of the area arose in 1972 when an 
ecological reserve was proposed by the British Columbia Fish and Wildlife 
Branch to encompass 125,000 acres of the Tsitika River watershed. Soon 
thereafter an old proposal for a provincial park in the area was raised. 
Both MacMillan Bloedel and Canadian Forest Products Ltd. (the holder of 
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another TFL in the area) responded to these proposals by pointing out the 
value of these forests for industrial uses, and the losses of employment 
and income likely to occur if these reserves were established. The issue 
soon became the traditional preservation versus resource extraction 
argument, and a development moratorium was placed over the whole of the 
Tsitika River and Schoen Lake areas. 


In 1973 an interdepartmental study of the Tsitika-Schoen controversy 
was announced. This study attempted to gather and interpret information 
from provincial agencies, the involved forest industry firms, conservation 
groups and local residents in order to develop courses of action for the 
area's future. The study group identified four options with regard to 
the area's management; complete industrial use, complete protection, or 
two possibilities of combined ecological reserves, research areas and 
industrial forestry. 


MacMillan Bloedel made an extensive submission to the Tsitika-Schoen 
committee which outlined its views on the area's development. Briefly, 
the company argued that the economic costs of such drastic withdrawals 
from the industrial forest base would have a major adverse effect on the 
residents of North Vancouver Island. The company called for a fifth 
option, differing from all of the four outlined above, which would include 
mananement of the area under a "mnlti-resource vlan with primary emphasis 
on timber production." Potentially high-use recreation areas would be 
maintained, and a number of relatively small ecological reserves 
established in certain areas. The company also proposed a joint MacMillan 
Bloedel-government environmental logging research program for parts of 
the area. 64 


The MacMillan Bloedel plan for management was received with criticism 
by some groups interested in the area's future. Conservationists and 
biologists involved in the conflict compared the MacMillan Bloedel proposal 
unfavorably with an alternative proposal suggested by Canadian Forest 
Products Ltd. for the portion of the area under their jurisdiction. 

Both suggested integrated use of the land, but the Canadian Forest Products 
proposal would have resulted in a much more extensive allocation of timber 
land as winter range for wildlife. Both the biologists and conservationists 
felt that the MacMillan Bloedel proposal would not have adequately protected 
black-tailed deer and elk, whereas the Canadian Forest Products proposal 
would have done a much better job in this regard. 


Several other land use conflicts involving MacMillan Bloedel have 
occurred. In 1972, the company proposed to subdivide some of its 
industrial forest land near the Lower Mainland area of British Columbia 
for recreational property. Included in these lands was part of Galiano 
Island, one of the Gulf Islands in the Strait of Georgia. The provincial 
government objected to this subdivision and sale, because these lands had 
for years been designated as a "tree farm" with significant property tax 
concessions. Residents of the islands also protested the move, since they 
believed the area's population would increase and their life style would 
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be disrupted if the company was allowed to subdivide these holdings, Ain 


the face of public protest and threatened legislation, the company withdrew 
its proposal. ©6 


According to representatives of the British Columbia Fish and 
Wildlife Branch a confrontation which occurred over Shoemaker Bay, an 
area near Port Alberni, British Columbia, is typical of the company's 
performance in many land-use conflicts. The controversy arose over a 
proposal by MacMillan Bloedel for land-fill and use of an area for log 
sorting. This plan would have affected shallow waters used as a winter 
feeding area by trumpeter swans. After substantial public protest, the 
company agreed to set the site aside as a wildlife reserve. 


Regarding land use issues, the company attempts to maximize profits 
from the resources it has assembled under its control. Indeed it would 
be derelict in its duty to its shareholders if it did not. Questions of 
alternative resource uses such as wildlife management or public recreation 
are Subordinate to that main goal. For example, this orientation is 
apparent in the firm's land use policy which states that "where compatible 
with the primary use of growing timber" it will preserve other forest 
values. However, MacMillan Bloedel is sensitive to its public image. In 
land use conflicts where significant public or government protest has 
occurred, the company has often acquiesced, and accepted an alternative 
management regime for the area in question. 


Resource Management Performance 


Before the 1960's, resource management by forest product firms 
almost exclusively meant the practice of industrial forestry. But as 
pointed out in the previous sections, the forest industry has in recent 
years been called upon to manage lands under its control for multiple 
forest uses, including fish and wildlife habitat, water quality, and 
recreation, in addition to timber production. This section discusses 
MacMillan Bloedel's performance as a resource manager in both these 
contexts. 


From the viewpoint of industrial forestry managément, consensus 
is that MacMillan Bloedel's performance has been laudable. Under the 
terms of TFL agreements, the firm is responsible for making logging plans, 
regulating its cut, reforestation and most other management duties. In 
its submission to the Pearse Commission the company points out that its 
management of public owned lands has been good, especially in terms of 
reforestation performance. In fact, the company states that the management 
Of public Jands held in TFL's by private firms is generally far superiorn to 
the forest management practices of the British Columbia Forest Service on 
public lands under its supervision. 8 This opinion was not refuted by 
Forest Service officials, who stated that MacMillan Bloedel does manage at 
least as well as the standards required in the TFL agreements. 


Where the company has been required to manage its public forest lands 
for other uses in addition to industrial forestry, MacMillan Bloedel's 
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performance has at times been subject to criticism. Provincial Fish and 
Wildlife Branch officials maintain that in years past the company has only 
accepted multiple use or intense management of certain areas in response 
to public pressure. In areas where the company is subjected to public 
scrutiny, it has improved the quality of its management for fish and 
wildlife. Yet in other less visible but still ecologically significant 
areas, its management practices meet only minimal standards. These 
provincial resource managers do expect that MacMillan Bloedel will 
gradually improve the quality of its management for fish and wildlife in 
response to changing social values. 


In recent years, public perception of forest uses have changed. 
MacMillan Bloedel has often been confronted with requests to manage a 
certain area in a relatively expensive manner, or make withdrawals from 
its industrial forest lands for alternative uses. The company, of course, 
believes such expenditures or efforts to be "non-productive", i.e., non- 
revenue producing. MacMillan Bloedel's general argument is that these 
efforts are often more costly than the social value of resources being 
protected. ©9 In the face of public pressure and rulings from provincial 
agencies, the company will likely conform to the changing norms for its 
management. The company has increasingly accepted its responsibilities to 
manage in a multiple-use manner; in fact, MacMillan Bloedel has recommended 
that the government grant legal recognition of these responsibilities and 
compensate the company for expenditures made for multiple-use management. 
But, as stated by one provincial resource manager, it has sometimes 
appeared that MacMillan Bloedel is more motivated by fear of a bad public 
image than a desire to manage its tenured lands for other social values 
as well as timber production. 


This conflict is one that in many respects has its roots in the 
provincial forest tenure system. Public references--which are difficult 
to measure--have changed, while the forest corporations, which have been 
given long term responsibilities to manage extensive areas of provincial 
forest lands, pursue an unchanged goal--profit maximization. 


LABOUR RELATIONS POLICIES 


In some respects a company's labour relations behaviour is one of 
the chief determinants of its direct social impact because the individuals 
it employs are those with which it has the most interaction. MacMillan 
Bloedel employs over 16,000 people in its British Columbia operations, 
of which approximately 81 per cent are hourly workers protected by 
unions. /1 Relationships that the company has maintained with these labour 


organizations and the workers they represent comprise the focus of this 
section. 


The interaction between a corporation and its organized labour has 
many facets. One major consideration is the real level of wages and 
benefits the workers receive, relative to others in the industry or the 
geographical area. Another consideration is the frequency and duration 


of strikes, protests and periods of conflict between labour and management. 
A third aspect is the nature of programs established by the corporations 
to train, involve or reduce alienation of its workforce. 


It should be established at the outset that in general MacMillan 
Bloedel does not bargain directly with the labour organizations 
representing the majority of its workers. MacMillan Bloedel is a member 
of the Forest Industrial Relations Association (FIRA) and the Pulp and 
Paper Industrial Relations Bureau (PPIRB), both of which act as bargaining 
agents for member firms from the Coastal forest industry. The FIRA has 
approximately 140 clients and negotiates contracts covering sawmills, 

plywood mills etc., with the International Woodworker Association (IWA). 
The PPIRB negotiates contracts which cover the primary pulp and paper 
sectors for its 15 clients. This organization deals with the Canadian 
Paperworkers Union and the Pulp and Paperworkers of Canada. All agreements 
between member firms and the unions are negotiated by these two 
organizations, and settlements are common to all members. In other words, 
agreements are negotiated virtually on an industry-wide basis, as opposed 
to company by company negotiations. Thus the level of wages and benefits 
paid by MacMillan Bloedel does not reflect specific agreements negotiated 
by that company but are uniform throughout the coastal industry. Similarly, 
strikes are normally called on an industry basis, rather than against a 
Single firm. 


In economic theory, this type of bargaining situation is termed a 
bilateral monopoly. A monopsonistic employer is confronted by a strong 
industrial union, so that market power is evident on both the supply 
and demand sides of the labour market. This kind of labour market has 
been loosely typified as one of countervailing power, in which unionism 
may offset corporate power. The wage level and quantity of labour 
forthcoming in this market will likely be closer to the level determined 
in a competitive system that would be the case in a purely monopsonistic 
or monopolistic market. 


Since MacMillan Bloedel is the largest forest products company in 
the province, it can be presumed that the firm wields appreciable 
influence within the two bargaining associations described above. The 
firm has numerous representatives on committees within these groups, 
including the steering committees. Technically, the firm has 15 per cent 
of the votes in the FIRA (in contrast to its control of roughly 30 per cent 
of provincial production of building materials) and a voting strength in 
the PPIRB directly proportional to its share of provincial output of pulp 
and paper. However, it is impossible to ascertain exactly how much 
influence the company exerts in the bargaining process. 


Approximately 70 per cent of MacMillan Bloedel's hourly workers 
are covered by these industry-wide agreements. The remaining workers 
are covered by some forty other contracts which are negotiated with each 
union on an individual basis. A member of the MacMillan Bloedel 
industrial relations group indicated that settlements in the industry-wide 
agreements covering the IWA, CPU and PPWC influence wage and benefit levels 
in other labour agreements negotiated by MacMillan Bloedel. 


= 207 = 


WAGE LEVELS 


In absolute terms, British Columbia Coastal workers are the highest 
paid in the North American forest sector. Recent tabulations show ehae 
employees in the British Columbia wood products sector earn on average 
some 26 per cent more than their counterparts throughout Canada, and 
over 50 per cent more than the United States average in wood products. 
Earnings by workers in the Coastal industry (including MacMillan Bloedel 
employees) are slightly higher than the British Columbia average 
(see Table III.10). Average wage levels in the British Columbia wood 
products industries are nearly identical to average earnings in the 
whole manufacturing sector, but lower than in mining or construction, 
as shown in Table III.1l. 


While high when compared to national or United States wage rates 
in the same industries, these rates do not necessarily imply a higher 
standard of living. In order to calculate purchasing power a sample of 
price indices for rural industrial towns would have to be constructed. 
Unfortunately such detailed data are not readily available. Some argue 
that the difference between American and British Columbia wage rates is 
explained in part by the provincial stumpage system. (Costs of logging 
(including labour) are allowed as deductions in calculation of provincial 
revenues. Thus, when a firm is operating above "minimum stumpage," 
increased labour costs mean lower royalties. Wage levels in processing 
sectors tend to follow those in logging. 


CONFLICTS AND ISSUES 


Unlike the contract negotiation process, MacMillan Bloedel does 
interact directly with the involved union when local conflicts arise 
such as grievances, arbitrations or wildcat strikes. The company has 
been subject to two extended labour relations conflicts which were 
relatively unique in the British Columbia forest sector. One conflict 
involved a protracted strike at MacMillan Bloedel's Red Band shingle 
mill in New Westminster, while the second was a long series of wildcat 
strikes against various MacMillan Bloedel divisions, primarily on 
Vancouver Island. 


In 1972, the IWA attempted to set a precedent for shingle mills 
throughout the province by calling for a shorter work week both at 
MacMillan Bloedel's Red Band Mill, and a mill operated by Canadian 
Forest Products Ltd. MacMillan Bloedel and Canadian Forest Products 
resisted this change in the agreements and a strike ensued at both these 
mills. A labour relations official at MacMillan Bloedel indicated that 
the firm took its stance on behalf of the whole industry since a reduced 
work week in the MacMillan Bloedel mill would have set an extremely costly 
precedent. The strike at the Red Band mill continued until 1976 even 
though the company permanently closed this mill in 1973. A settlement was 
reached in March, 1976, when the company agreed to severance pay, a pension 
package for older employees and preferential rehiring of Red Band 
employees at other MacMillan Bloedel divisions. The shorter work week 
was not included in the agreement. The strike at the Canadian Forest 
Products mill remained unsettled. 
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Thus MacMillan Bloedel managed to withstand the IWA's attempts at 
shortening the work week in British Columbia's shingle mills, in spite 
of a strike which was one of the longest in IWA history. According to 
some labour sources, it was a strike which was bound to be lost, since 
the costs to the firm of a shorter work week would be extremely high in 
terms of an industry-wide precedent. 


The second example of friction in MacMillan Bloedel's labour 
relations involved a series of wildcat strikes which occurred between 1968 
and 1973. These strikes took place in isolated areas, primarily in logging 
divisions on Vancouver Island. Causes of these wildcat strikes were varied, 
but often occurred over job Classifications or other Specific issues 
arising between workers and local Management. 


MacMillan Bloedel labour relations officials stated that wildcat 
strikes occurred throughout the whole forest industry during that time 
period, but MacMillan Bloedel experienced them more often than any other 
firm. The frequency of these strikes decreased drastically during 1974, 
and there have been only sporadic disturbances Since then. According to 
MacMillan Bloedel officials, a climate of better cooperation was established 
during 1974 between labour and management which has helped to reduce the 
frequency of wildcat strikes. 


An interview was conducted with union officials from one local 
representing approximately 3,400 MacMillan Bloedel employees in order to 
determine their perceptions of these wildcat strikes. Other topics 
discussed included the overall relations between MacMillan Bloedel and its 
organized labour. These labour representatives described the period of 
wildcat strikes as a time of increased labour Management "friction" and 
“lack of confidence in the MacMillan Bloedel administration." When asked 
for explicit examples they referred to one logging camp notorious for its 
disruptions which suffered from a "breakdown in communications between labour 
and local management." This manager was replaced, the new manager opened 
informal avenues of communications with the employees, and disruptions 
ceased. 


The period of wildcat strikes continued for a number of years because 
the tactic was effective, according to the union leaders. After the firm 
refused to capitulate on three successive issues in which it had defensible 
positions, the wildcat strikes effectively halted. Moreover, the top level 
of MacMillan Bloedel management in power during 1974 and 1975 was well 
respected by union leaders. Apparently a sense of cooperation was 
established during that period which reduced friction. 


These union officials remarked that in mid-1976 they perceived a 
distinct change in the MacMillan Bloedel attitude toward its organized 
labour. They portrayed the high levels of management as comprised of both 
"hawks" and "doves". "Hawks" present an aggressive, hard-line, cost- 
minimizing stance toward labour, while "doves" try to maintain a more 
cooperative, conciliatory relationship with workers. During times of economic 
adversity, the "hawks" will surface in the organization and fashion a 
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corporate policy that is relatively rigid and unyielding toward the unions. 
According to these union leaders never had the MacMillan Bloedel management 
been more "hawkish" than in 1976. This situation likely arose because of the 
firm's financial difficulties of that period. If this spirit of confron- 
tation continues or worsens it will likely spawn a period of labour conflict 
for MacMillan Bloedel, as was the case from 1968 to 1973. 


In spite of this sense of confrontation, these union leaders maintained 
that across the board, MacMillan Bloedel has "not been a bad corporate 
citizen" in its labour relations. In general the company attempts to 
cooperate with the unions. 


These union officials indicated that if they could change one aspect 
of MacMillan Bloedel's labour relations, it would be the process of 
decision making on local issues. They believe that there has been a recent 
tendency for the company position in local conflicts to be set by the 
central office, rather than by local managers. Often these kinds of 
decisions are made without a thorough awareness of the situation, and with 
no responsiveness to the workers affected. Centralized decision making 
lessens the ability of the local manager to deal effectively with his 
workforce, according to the union spokesmen. Furthermore, the grievance 
procedure established to resolve local conflicts breaks down when local 
officials are denied the power to make decisions. 


Representatives of the firm strongly disagree with this view. They 
contend that since 1972 local managers have been granted increased autonomy 
in labour relations, constrained, of course, by the FIRA or PPIRB master 
agreements. 


COMPANY LABOUR RELATIONS PROGRAMS 


According to many sources, MacMillan Bloedel has instituted a wide 
range of programs for the benefit of its work force. Several of these are 
referred to in the company's submission to the Royal Commission on Corporate 
Concentration. The firm maintains a job training program, and employees 
are encouraged to participate in courses which “enable them to develop more 
fully their potential skills and talents." Similarly, MacMillan Bloedel 
has instituted programs which attempt to increase job satisfaction and 
reduce the sense of alienation common in production work. 


As organtzatitons tnerease in size, etther tn the private sector 
or government, the communicatton and authortty structure become 
(ste) more complex. With thts inereased complexity, there is a 
greater ltkelthood that employees will feel less important and 
less able to affect the organization. Thts altenation leads to 
employee dissatisfaction and robs the organtzation of many of the 
creative contributions whteh those individuals could provide. It 
ts in the best interests of the employees and the organtzation 

to reduce this altenatton as much as possible. 


One major management concept asststs MacMillan Bloedel in tts 
attempts to tnvolve tts employees in dectsion making. 
Parttetpative management, where subordinates parttctpate in 
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Table III.10 


AVERAGE HOURLY EARNINGS IN WOOD PRODUCTS sectors ‘!) 


Bec. Coastal Bas Canada USS. 
(including mp) (2) Aggregate . 

1957 Spd $1.85 $1.56 Sieg 
eee S3a2 2 $2.96 Sd S257 
1975 $6.63 $6.54 So, ke? $4.28 
1967-1975 
% increase 106% 1217 ~ 1288 81% 
S$ increase oie oe Somoo $2.90 Sion 
(1) 


Canadian figures in Canadian dollars, U.S. figures in U.S. dollars. 
Excludes forestry workers. 

ta. che the Coastal industry refers only to pulp workers, which are 
a subset of those considered for B.C. in aggregate. Thus, the two 

_ columns are not strictly comparable. 

(31975 data is preliminary and does not include the British Columbia 
settlement of that year. 


Source: Statistics Canada and U.S. Department of Labour Bureau of 
Statistics, as cited by the British Columbia Emplovers' 
Council, Vancouver Sun, July 3, 1976, p. 28. Also, MacMillan 
Bloedel Ltd. 
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iy) (2) 


( 
Wood Products - 


Manufact rire Mining Construction 

1957 Soo SL ag! $2.00 Sao 
1967 $2.96 93.01 $3.40 Si 30 
1975 56.94 $6555 She 39 $9.89 
1967-1975 

. anerease gee 118% Li7s £303 

S increase S350 Soe $3.99 $5.59 
(1) : 


Excludes’ forestry, 


(2 


‘Includes milling. 
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Source: Statistics Canada and U.S. Department of Labour Bureau of Statistics 
as cited by the B.C. Employer's Council, Vancouver Sun, July 3, 1976, 
p. 28. Also, MacMillan Bloedel Ltd. 
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dectston making with their superiors, ts encouraged and is tnereasing 
at all levels. Bestdes implementation at managerial levele, it 
ts betng trted on an experimental basts at three smaller plants 


wrth production employees rotating jobs and participating in making 
deetstons about their jobs. 


The results of one experimental job rotation system were summarized 
by the program's coordinator: : 


When (an employee gets bored with his work) all kinds of 
problems can crop up: relations between employees may 
detertorate, safety standards can sltp, frictton can 

develop between management and labour and productivity could 


Super. 


We developed these programs to head off these problems and to 
provide our employees with an opportunity to ear extra pay 
through self improvement. 


So far 1t looks ltke we're succeeding quite well. Productivity 
ts constderably higher than forecast, our accident rate is Zero, 
and I doubt that we'll ever have a plant dispute that we 

can't work out among ourselves. ‘4 


One notable void is evident in MacMillan Bloedel's personnel policies. 
This firm has established no specific "affirmative action" programs to 
increase its employment of labour force minorities, such as women or 
Indians. It was stated by a MacMillan Bloedel labour relations official 
that the firm informally makes an effort "to involve minorities in its 
workforce." Indians are often employed by MacMillan Bloedel, and "a 
number of women were progressing in management" as well as production 
work according to this source. However, data indicate that only about 
2 per cent of MacMillan Bloedel's employees at the management level or 
above are women. No data were available regarding employment of 
Indians. 


POLITICAL INFLUENCE 


Clearly, the identification and evaluation of political influence 
exercised by a particular corporation is an extremely difficult undertaking. 
Corporations, like all institutions and individuals, are affected by 
government policies and therefore have the incentive to keep themselves 
informed of the implications of those policies and, when possible, to 
influence the direction those policies take. Such influence can take two 
forms. 


On one hand, political interaction can be aboveboard, constructive, 
and, not unimportantly, legal. Examples of acceptable corporate political 
behaviour are: declared financial contributions to political parties, 
lobbying, public statements, and informational submissions to policy making 
bodies. However, the exertion of corporate influence can take less 
innocuous forms, the extent of which has become altogether too clear in the 
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political scandals characterizing the early 1970's. Such behaviour, which 
ranges from the mildly unethical to the outright illegal, is hard to 
identify and even harder to prove. 


Some officers of MacMillan Bloedel contend that the firm has no 
political influence within the province. In fact they maintain that the 
firm's influence is negative-- that its economic and social performance 
must be better than its competitors in order to obtain equivalent treatment 
from governmental agencies. Conversely, members of the radical left in 
British Columbia have alleged that the provincial government is but the 
tool of forestry and mining interests. Neither of these extremes are 
plausible. 


More credible is the notion that the firm is extremely sensitive to 
issues in forest resource policy, and that it tries to maintain a high 
level of cognizance of potential policy changes. Moreover, it attempts 
to strongly persuade policy makers and the public of the correctness of 
its position on policy matters which affect it. For the most part the 
firm's efforts in these dimensions can be documented. Of course, political 
manipulation is by definition hidden from view, and as such is beyond the 
scope of this study. We have neither looked carefully for, nor have we 
found, evidence which would imply that the firm engaged in unethical 
political persuasion in recent history. /6 The one questionable case 
reported herein is a matter of public record which has enjoyed considerable 
publicity. We have attempted to document the firm's effort to disseminate 
its views on policy matters. 


As spokesmen of the largest resource based firm in the province, the 
officers of MacMillan Bloedel frequently speak out on issues affecting the 
provincial economy, especially the forest products industries. Such 
Statements are one aspect of acceptable corporate political interaction. 
Examples abound. 


In the fall of 1974, two Vancouver newspapers conducted interviews 
with Denis Timmis, then President of MacMillan Bloedel. These interviews 
attempted to determine the company's reaction to the provincial business 
climate, particularly in the forest industry. ’/ At that time the New 
Democratic Party was in power in the province and was committed to reviewing 
the terms of taxation and alienation of provincial resources, including 
forestry. 


In these interviews, a major point made by Timmis was that he believed 
his company could cooperate with the N.D.P. and would like to defuse 
confrontations between industry and government. However, the climate of 
uncertainty caused by investigation and review of the industry was damaging, 
in Timmis' opinion. 


I'd ltke to get away from the confrontation whieh has tended 


to prevatl and which has been gravely complicated by the 
uncertainty that has prevailed. That's the biggest problem 
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in thts province. We still don't know what's going to happen 


on royalttes nor on the stumpage formula for the coast. They 
have the Pearse report on both these things. 


(A task force headed by Pearse recommended tncreased royalttes 
on old forms of timber tenures and made recommendattons on 
stumpage charges for the coast). 


This industry cannot function effictently on an international 
basts tn an atmosphere of doubt and uneertatinty here. We 
cannot plan that way and they must understand that. TI have 
found a total lack of recognition of this factor. 


During the 1972 federal election an interesting exchange took place 
between J.V. Clyne, Chairman of MacMillan Bloedel and David Lewis, leader 
of the New Democratic Party, while Lewis was waging a campaign against 
“corporate welfare bums". Clyne touched off the exchange by calling on 
his fellow businessmen to dispute these claims; he stated that Lewis 
was attempting to undermine public confidence in government policy through 
insinuation of underhanded corporate tax loopholes.’2 Lewis responded 
by adding MacMillan Bloedel to his "honor roll of corporate welfare bums," 
after pointing out the amount of profits and taxes paid by the company. 80 


C. Knudsen, the newly appointed president, maintains the tradition. 


The newly-appotnted Amertean-born MacMillan-Bloedel president 

urged business men to educate the public of the vital contri- 

button competitive enterprise makes to the economic and social 
well-being of the country. 


--. "tf we want Less government, and I submit we need less 
government, then we need more satisfted customers, "81 


MacMillan Bloedel is, understandably, extremely sensitive to public 
policy which directly affects its economic well-being. It makes known its 
Stance on policy issues either directly or through the offices of the 
organizations to which it belongs. Earlier in this study, the firm's 
membership in business organizations was discussed (see Table II.42, page 164.) 
A number of these organizations make representations to government on behalf 
of their constituents. For example the British Columbia Chamber of 
Commerce, the Canadian Chamber of Commerce, and the Canadian Manufacturers' 
Association make statements in support of the business community at either 
the provincial or federal level. The Canadian Export Association takes 
up the cause of exporters, which MacMillan Bloedel certainly is. The 
majority of the organizations are much more specific with respect to their 
areas of interest. The titles of such associations as the Fibre Box 
Association and the Canadian Pulp and Paper Association clearly indicate 
their primary areas of concern. 


ee 


One of the most important of these organizations is the Council of 
Forest Industries, which represents the British Columbia forest products 
industries. The Council states that its active and affiliated members 
produce 90 per cent of the total value of the production of the British 
Columbia forest industry. 8 The Council's revenues are directly related 
to its members' production and its budget in 1969 amounted to 2.8 million 
dollars. Of this, 57.1 per cent was allocated to trade promotion, the 
remaining going to research, accident control, quality control, public 
relations and administration.83 ‘The Council is extremely active in making 
representations to, and monitoring the activities of, the provincial 
government. Until recently it was the only organization in the province 
to have a full time lobbyist in the provincial capital. 


In its annual Report of 1975 the Council lists amongst its activities:. 
the preparation of a brief to the provincial Royal Commission on Forest 
Resources; the submission of a Pollution Inquiry Brief; production of 
daily reports of the proceedings of the Royal Commission on Forest Resources; 
and representations to the provincial and federal governments to seek a 
relaxation of tensions with the United States evidently caused by "anti- 
American" sentiment in Canada. 84 


When the stakes are high the firm makes its own representations, 
often in addition to those made by trade organizations. Seemingly, the 
higher the stakes the stronger the representation. The Royal Commission on 
Forest Resources, which investigated the implications of the provincial 
tenure system, was the recipient of three briefs, containing nearly 
400 pages, proffered by MacMillan Bloedel. In contrast, this Royal 
Commission received from MacMillan Bloedel a brief of 54 pages. 
To the firm, forest tenure is a bread-and-butter issue while potential 
constraints on corporate concentration represent only a vague threat. The 
comparison may seem frivolous but we believe it to be representative. 


Of considerable interest are the firm's donations to political parties 
and individual campaigns. Unfortunately Canadian law does not require 
disclosure of corporate political donations, and thus the information is 
not in the public domain. Our requests for information relating to the 
magnitude and direction of political financial support have been refused. 


The information was given directly to the Royal Commission on 
Corporate Concentration and we have been informed that it contained 
"nothing out of the ordinary." It is suggested that Canada might well 
benefit from the American experience by imposing stronger disclosure laws. 


In fact, because it operates in the United States, the firm is 
subject to the public disclosure programme of the United States' Securities 
and Exchange Commission. In compliance with this programme the firm is, 
as of this writing, preparing a statement on questionable trade practices. 
An internal investigation has yielded no evidence of improper or questionable 
expenditures associated with transactions in Canada, the United States, 
England, or Japan, the firm's principal markets. Evidence of any improper or 
questionable expenditures or practices elsewhere will be disclosed shortly, 
but are not available at this time. 
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Another possible source of political influence is based upon the 
frequency with which executive personnel move between positions of authority 
in industry and positions of authority in government. Rightly or wrongly 
a suspicion arises that individuals cannot abruptly make the transition 
from regulatee to regulator. In some countries, France being a good 
example, the facility with which executives move between positions in 
government and industry is viewed with mistrust by critics of the 
political/economic order.85 a counter position, perhaps relevant in 
British Columbia, is that the pool of high calibre executive talent is so 
small that industry and government will of necessity call upon the same 
individuals. 


MacMillan Bloedel has both supplied government with executive talent 
and recruited executive talent from government. Three of six men who have 
served as Chairman of the Board of MacMillan Bloedel formerly held 
influential positions in the British Columbia government or judiciary. 
H.R. MacMillan, founder and driving force behind the company, was Chief 
Forester of the province from 1912 to 1915, and one of the architects of 
the British Columbia Timber Royalty Act. MacMillan has served the federal 
government in administrative positions related to timber and shipping 
during both World Wars. 


An associate of MacMillan's, J.V. Clyne, served as Justice of the 
Supreme Court of British Columbia from 1950 to 1957; Clyne resigned that 
position to become MacMillan Bloedel Chairman from 1958 to 1973. Clyne 
has represented Canada on United Nations and NATO committees dealing with 
shipping and served as Chairman of the British Columbia Royal Commission 
on Land Expropriation in 1961. Robert W. Bonner served as Attorney General 
of the province from 1952 to 1968, as well as holding diverse portfolios 
for the government, including Industrial Development, Trade and Commerce, 
and Commercial Transportation. In 1968, Bonner retired from the office 
of Attorney General to join MacMillan Bloedel as a senior Vice-President. 
In 1973, Bonner became Chairman of the Board, a position he held until 
1974. 


Some of the firm's officers also had strong ties to the provincial 
and federal governments. Clarence Wallace served as Lieutenant Governor 
of British Columbia from 1950 to 1955, before becoming a MacMillan Bloedel 
director. F.H. Brown previously served as Deputy Minister of the federal 
Department of Taxation and National Revenue. From 1946 to 1952, H.G. 
Letson was secretary to the Governor General of Canada. 


In the early months of 1977 one case of executive interchange caused 
the firm some embarrassment. Local newspapers ran front page stories 
having ‘discovered’ that a vice-president of MacMillan Bloedel was on loan 
to the government's insurance corporation. Because there was neither 
evidence of, nor an obvious potential for, conflict of interest the 
newsworthiness of the story is questionable. What is of interest is the 
reason given by the government for the appointment. 


pom. Toes 


MeGeer (the mintster responstble for the appotntment) satd the 
corporation has "an acute shortage" of top. executives and Gillen 
(the MacMillan Bloedel executive) ts filling tn unttl tt can 

be alleviated. °6 


From this we cannot conclude that MacMillan Bloedel enjoyed any 
special access to public policy makers. We present the information simply 
to indicate that the potential existed. 


There is, however, one incident in which the issue of preferential 
treatment arose. In 1968, MacMillan Bloedel officials approached the 
Minister of Lands and Forests regarding the term of its Old Temporary 
Tenure Licence holdings. Up to that point, all holders of such licences 
were required to apply annually for renewal to keep the tenures valid, even 
though the lands were often incorporated into TFL's, which have separate 
renewal procedures. MacMillan Bloedel requested and received from the 
Minister a blanket long term renewal for all its Old Temporary Tenures, 
which extends until the lands are cut in accordance with proposed logging 
plans. This blanket renewal gave MacMillan Bloedel secure tenure over 
its Old Temporary Tenures for varying periods, in some cases as long as 
40 years. These 40-year renewals are the longest term of tenure 
in existence throughout the whole of British Columbia's forest industry. 
In this manner the company avoids the procedure of applying annually for 
renewals. MacMillan Bloedel controls approximately 40 per cent of the 
Old Temporary Tenures which are still valid, and has been the only firm to 
receive such a blanket renewal of its Old Temporary Tenure holdings. 87 


This anomaly in the administration of Crown lands was pointed out 
during the proceedings of the Pearse Royal Commission. During its hearings, 
the question arose with respect to the Minister's authorized power to grant 
such renewals. In its summary submission to the Pearse Commission, 
MacMillan Bloedel argued that this renewal was within the powers of 
"ministerial discretion as to terms and conditions ... not only was the 
extension of these licences perfectly legal, but we do not see how the 
propriety of the extension can be attacked." MacMillan Bloedel maintained 
that other forest industry firms were aware of the arrangement, but they 
were "evidently less concerned than MacMillan Bloedel since apparently they 
did not proceed with representations to the Minister."88 


In his final report, Commissioner Pearse used strong words to describe 
the situation. 


-..7t ts necessary to say that the government's actton (in this 
case) was htghly trregular and in my optnton tmproper.... By 
proffering spectal treatment the government inevitably exposes 
ttself to charges of favourtttsm and undermines publte 

confidence tn resource admintstratiton. Moreover, by reissutng 
certain ltcenses for pertods up to 45 years, the Crown's valuable 
option to pertodically renegottate thetr terms and conditions was 
forfetted....Dtserettonary actions that lead to inequities and 
Legal uncertainties of these proportions have no place tn the 
forest poltcy of British Columbia. 
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The spectal terms of Timber and Pulp Licenses reissued to one 
company tn 1968...were generous. By receiving terms designed 
to accommodate a harvesting schedule proposed by the company, 
thts license obtained a degree of security which ts unmatched 
by any other holder of these tenures.89 


One particularly vexing problem is the relationship of the firm's 
investment decisions to the prevailing political climate in the province. 
While the NDP was in power, charges were made that MacMillan Bloedel 
and other major corporations were withholding investment in the province in 
order to weaken the economy and thereby discredit the party. G. Currie, then 
Chairman of the Board, responded forcefully. 


I can recall having said...that the NDP were well-intentioned 
but simply had not been able to think through their policies 
with respect to the forest industry. The last half of that 
comment still holds, but their acttons and statements tn the 
interval have created uncertainty as to their intentions 
towards our industry and business generally. 


One remarkable indication of Victoria's attitude has been 

the recent ertttcism of the Company's foreign tnvestment 
programme. You may have seen asserttons made, at Cabinet 
level, to the effect that we are draining money out of 
Brittsh Columbia and investing tt in foretgn countries rather 
than keeping tt at home. I do not need to discuss with thts 
audtence (the shareholders) the curious notion that outstde 
investments are lost money, gifts to ungrateful foreigners. 
It ts apparent to anyone who has studied our Annual Reports 
that MacMillan Bloedel's investment and diversificatton 
programme over the past ten years has contrtbuted greatly to 
the strength of this Company, and tn the process, has helped 
make more secure the jobs and incomes of thousands of British 
COUUMDTANS » x0. 


I would observe, however, that tf there ts coneern for the 
current level of business tnvestment in Brittsh Columbia tt 
ts wholly within the power of this government to so restore 
business confidence that capttal again will seek its 
opportunittes here,90 


The NDP were deposed in late 1975 and replaced by Social Credit, a 
party held to be more favourable to business. In early 1977, C. Knudsen 
announced a $450 million investment programme in British Columbia. 


Thts tnvestment programme tn B.C. should lay to rest any 
concern that MacMillan Bloedel mtght dimintsh tts British 
Columbta tdenttty or neglect tt Brittsh Columbta resource.... 
the investment reflects renewed conftdence tn the bustness 
climate of the provtnee. 
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The charge of ‘capital strike’ becomes almost tautological. If the 
government is inimical to business then business quite rationally assigns 
a value to the increased risk and investment consequently falls. If the 
decline in investment is widespread the economy will falter and the party 
in power will suffer. All of this can result from rational business 
behaviour, free of malice or conspiracy. Unfortunately for the NDP, 
"back to work' legislation applies to labour but not capital. 


CULTURAL INFLUENCE 


INTRODUCTION 


Any attempt to appraise the impact of an institution, such as a large 
industrial corporation, upon a nation"s, province's of region’s “eulture,~ 
requires first a definition of "culture" and second some criteria by which 
"impact" can qualitatively if not quantitatively be measured. The Gray 
Report provides us with a definition: 


Culture ts not stmply the arts, architecture, films, books, 
seulpture and patntaings of a natton. Culture ts the 
historically developed values and patterns of behavtour 
eovering the whole range of human activity. Quite stmply, 
the culture of @ people ts tis eneire woy oF Liye. Culcure 
ts reflected tn the role of prtvate property, the poltttcal 
and legal system, patterns of family life, sports, asptrattons 
for growth and higher standards of living, the soctal 
dtstrtbutton of wealth, the role of the market-place, the 
role of government, business and other interest groups and 
the relattonshtp between them, the relattons between Labour 
and management, to mentton but a few of the facets of 
CULTUVS » Gini 


When understood tn thts broad sense, there can be 1ltttle doubt 
that economte activity, as organized in the modern corporation, 
has a profound tmpact on culture, espectally on the nature of 
the soctal, poltttcal and economte system, and the technology 
emp Loyed. 


Given the complex inter-relattonshtps within a culture, tt is 
difficult to tsolate and analyse the corporate tmpact, whether 
domestic or foreign, on culture.94 


To document a firm's impact on the development of Canadian "values 
and patterns of behaviour" is a horrendous, if not impossible, task. 
However, by making the assumption that there are groups which exercise 
Significant influence over the evolution of societal values (i.e. that 
"values are much more likely to flow in a 'downward' than 'upward' 
direction"?93), and by recognizing that these groups are lodged in different 
institutions of society including educational institutions, government 
and business, we are able to make some statement of MacMillan Bloedel's 
role as an influence on social values. Succinctly, we subscribe to the 
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theory that 'élites' do exist in Canada, that they do influence social 
values, that they do derive a proportion of their influence from their 
positions in large corporations, and based upon the evidence provided below, 


that MacMillan Bloedel does have members of this élite in its executive 
ranks. 


While culture “is not Simply the arts, architecture, films, books, 
sculpture and paintings," the fine arts, educational systems and the 
communications media are both manifestations and molders of a nation's 
culture. To varying degrees each of these sets of Cultural LHseLeucaons 
are dependent upon the business community for both financial support and 
contributions of organizational talent. Such donations of time and money 
can be documented and give an indication of the direction and extent of 
a firm's support, and thus influence, over these cultural institutions. 


THE MACMILLAN BLOEDEL EXECUTIVE 
AS A COMPONENT OF THE CANADIAN ELITE 
eee re ee et 


Two important works in the study of Canadian corporations are those of 
Porter and Clement.?4 These studies point to the existence and coherence 
of a dominant "élite" in the Canadian institutions of business, education, 
labour, government and the media. The élite is defined as "that set of 
uppermost positions within any given institutional sphere that is arranged 
In a definite hierarchy."9° Clement, particularly, focused his studies 
on the senior management and directors who constitute the Canadian corporate 
élite. Because of its size MacMillan Bloedel, Ltd. was included in his 
general analysis of 113 dominant Canadian corporations. 


Much of an élite's power is based on its cultural experience. Thus, 
inquiry into the cultural impact of a corporation must first establish 
whether, under close examination, its senior management and directors 
function as an élite as defined by Porter and Clement. To answer this 
question each of Clement's characteristics of the national corporate élite 
was applied to the particular activities and background of the directors 
and officers (referred to collectively as the executive) of MacMillan Bloedel, 
Ltd. Once satisfied that a coherence of activity exists among these 
people, the influence of this élite upon the cultural institutions of 
British Columbia was analyzed. 


The analysis proceeded in the following manner. First, names of all 
individuals serving as members of the MacMillan Bloedel executive (both 
directors and officers) since 1960 were assembled from the firm's annual 
reports; the list totalled 101 men. 2© Next, various sources were consulted 
to assemble professional and biographical data for these people.?/’ Substantive 
information was available for 45 men, or slightly less than half the 
directors and officers holding office since 1960. (See Table III.12., page 236. 


Only MacMillan Bloedel executives resident in Canada were included in 
the analysis. After an examination of their biographical data, directors and 
officers resident in the United States were excluded for three reasons. 
First, the Commission has specified that is is not concerned at this time 
with the effects of foreign control. Second, the cultural activities of 
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these men did not observably affect British Columbians, and third, the 
pattern of their activities and charitable donations offered no contra- 
dictions to that of their Canadian counterparts. 


The cutoff data of 1960 was chosen because cultural impact is a 
cumulative process, the effects of which are most accurately measured 
over time. Also, 1960 was the year of MacMillan and Bloedel's merger with 
the Powell River Company, and marked a period of rapid expansion of the 
company, bringing increased potential for its cultural influence. It is 
clearly indicated in the text wherever information was not available for 
this entire time period. 


This sample is subject to several biases which should be made explicit. 
Firstly, only the most active people are included, that is, those most 
likely to conform to a definition of an élite. Secondly, because the search for 
biographical and professional data was limited to the 1960-1975 period, 
there is an understatement of the activities of men in the executive who 
had been more active in earlier times. Finally, no consideration was given 
to the length of service to the firm. For some there was a lifetime 
connection, for others the relationship existed for less than a year. 


Porter and Clement have written extensively on the existence and 
coherence of a Canadian corporate élite. These researchers examined the 
backgrounds of directors and senior officers of major Canadian institutions. 
Attention was focused on biographical and professional characteristics of 
individuals, including: regionalism and class origin, family connections, 
ethnic origin, sex, religious affiliation, education, private club 
membership, multiple directorship holdings, philanthropic or trade 
associations, political relationships and access to "élite forums". On 
the basis of strong similarities in these characteristics, Clement concluded 
that: 


...at the top a small number of people wtth common social origins 
common expertences, and common tnterests oversee the dtrectton 
of economic Iitfe...thetr tight control of the legal ftcettons 
known as corporations, dentes most members of Canadtan soctety 
any tnfluence or parttctpation in the fundamental economte 
deetstons that affect the future and directton of the Canadtan 
nation-state. ...(there ts) a "corporate mtrage" of competing, 
struggling corporations whtch obscures the realtty of élite 
power and masks over-riding factors which bring those at the 

top together to govern these legal fictions. 


In this section, the backgrounds of the MacMillan Bloedel executive are 
analyzed to determine whether this group fits the patterns of the national 
élite. 


Regionalism and Class Origins 


By the 1920's to 1940's there was an established “upper class" in 
eastern Canada. However, the west, populated by an immigrant society, 
was Slower to develop a crystallized, closed social and economic 
structure .99 
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There's hardly anybody still important tn Vancouver whose own 
expertence, or at least that of hts father or grandfather, 
didn't encompass the actual hard work of his trade. Men who 
started out tn the bush by buying a saw and went on from there. 
Thts ts very different from the roots that nourish the great 
power centres of Fastern Canada. ...19 


At MacMillan Bloedel, the number of executives who are presidents of 
companies bearing their own names, such as John Lecky of Smith, Davidson 
and Lecky, Limited; H.T. Mitchell of Mitchell Press, Lamited; “HVF.G. 
Letson of Letson and Burpee Limited, (manufacturers of sawmill machinery) ; 
H.R. MacMillan; as well as others who are known to have "started from the 
bottom," such as J.V. Clyne; N.R. Crump (President of Canadian Pacific 
Limited, whose father was a railroad Superintendent); and W.J. VanDusen 
attest to the fluid social structures in the West in the Lo20% se 


Family Connections 


Clement found that "inter-generational transfer of Pra pee or 
position" represents a common form of access to the élite.+ : While the 
executive of MacMillan Bloedel comprises, as noted above, a large number 

of “self-made men," there are several instances of such inter-generational 
transfers. Gordon Farrell, Clarence Wallace, the Foleys and Prentice Bloedel 
all represent "old money" insofar as the expression is applicable to British 
Columbia. 


Marriage patterns are not specifically dealt with by Clement in the 
national picture. Nevertheless daughters seem to have played a particularly 
important part in cementing directorship links within the MacMillan Bloedel 
corporate structure. (See Table III.13) 


Ethnic Origin 


On a national basis some 92.3 per cent of the corporate élite are of 


English origin.t Based on the evidence of surname, MacMillan Bloedel 
directors and officers show the same preponderance of Anglo-Saxon surnames. 
(See Table III,12) There are no apparent Jewish or French-Canadian names 


in cits 1st. 


Sex 


There has never been a woman among the executives of MacMillan Bloedel. 
This situation is of course not peculiar to the company. Of the 946 
members of the (1972) corporate élite analyzed by Clement, only 6 
(or 6%) were women and each held but one Agrecearenane 10s 


Religious Affiliation 


All those who listed religious affiliation among the MacMillan Bloedel 
executives were Protestant with the exception of the two Foley brothers, who 
listed Roman Catholic affiliation. This is consistent with the national 
pattern. 
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Education 


Nearly 40 per cent of the national élite attended private schools, 
a common means for the exclusive socialization of the potential élite, 104 
According to available information the figure is significantly lower for 
the executive of MacMillan Bloedel. This is understandable when it is 
remembered that a large number of the executive were not born to wealth 
and when recognizing that private schools are fewer and more recently 
established on the West Coast than in eastern Canada. Of the present 
directors only one attended St. George's School for Boys, founded in 1931 
and now one of the province's most exclusive schools. 


The attendance of sons to their father's school is another important 
part of the continuity of the national élite. Several sons of MacMillan 
Bloedel executives have been enrolled in St. George's as are a number of 
grandsons. 


At the university level, 84.5 per cent of the national élite have 
post-secondary education according to Clement. Of the 36 MacMillan Bloedel 
executives for whom such information was available, 30 (83%) had at least 
one university degree and three more had some post-secondary education. 


Clement's data also show that "post-graduate training and professional 
degrees are also rapidly becoming prerequisites of élite membership."195 
MacMillan Bloedel reflects this pattern with nine men holding two post- 
graduate degrees and five holding three degrees (Ph.D's or L1.B.'s). 


Unique to MacMillan Bloedel is its extensive connection with a single 
university-- the University of British Columbia. Of the thirty university 
graduates, fourteen graduated from the University of British Columbia with 
at least one degree and five held two degrees. The continuity of this 
close relationship has been maintained by extensive participation of the 
MacMillan Bloedel executive in the activities of the university. The next 


most common alma mater is Yale with five graduates, followed by Toronto 
with three. 


Private Clubs 


Often paid for by the company, clubs are social circles where businessmen 
from the various élite groups meet, exchange information and make decisions. 
In accordance with the national pattern ,106 club memberships are an 
important part of MacMillan Bloedel social connections, extending to the 
international level. Of the thirty-four men who mentioned club memberships, 
twenty-two belong or have belonged to the Vancouver Club, and five to the 
University Club (Vancouver) -- two of Vancouver's most prominent. Seven 
belong to the Capilano Golf and Country Club and eleven to the Shaughnessy 
Golf Club. Private club memberships are also held in other cities including 
Victoria, Toronto, Ottawa, Chicago, Minneapolis, New York and San Francisco, 


Multiple Directorship Holdings 


Interlocks with other major corporations give continuity to executive 
decision making and increase opportunities for social contact, as well as 
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offering forums where opinions and information can be exchanged. Like 
the national pattern, multiple directorship holdings by MacMillan Bloedel 
executives are extensive, particularly with financial institutions, 
transport and resource industries. (See Table III.14 for selected list 
of directorship holdings.) 


Of our sample, nine men held no directorships (excluding director- 
ships in MacMillan Bloedel Subsidiaries), six held a single directorship, 
and the remaining thirty held two or more directorships. Of these ei Pte, 
fifteen held five or more, and ten held ten Or more directorships. Seven 
of the men holding five or more directorships were sitting on the MacMillan 
Bloedel board in 1975. 


Interlocks with banks and financial institutions are particularly 
important, since they serve as vehicles of inter-industry coordination. 
This aspect was dealt with in detail in Chapter II. 


Philanthropic and Trade Associations 
ee ES Se sociacions. 


The directors and officers of MacMillan Bloedel Strongly fit the 
pattern of the national corporate élite in this regard. Extensive 
participation occurs on the governing bodies of schools, universities, 
hospitals, foundations and trade associations. These are discussed more 
thoroughly later, but as examples, this participation includes 
representation at the University of British Columbia by two Chancellors, 
three members of the Board of Governors, seven Senators, and five presidents 
of the Alumni Association. Various MacMillan Bloedel executive members 
have served as Governor of St. George's School for Boys, Governor for the 
York House Private School for Girls, Chairman of the Board of St. Paul's 
Hospital, Director for the St. John Ambulance Association and the Western 
Society for Rehabilitation, Officers of the Vancouver General Hospital, 
member of the Board of Management of the Health Sciences Centre at the 
University of British Columbia, Director of the G.F. Strong Rehabilitation 
Centre, and on the Advisory Committee to the National Council of Hospital 
Auxiliaries of Canada. 


Members of the corporation's executive have received high civic 
honours. Four of the company's founding powers have been recognized as 
Freemen of the City of Vancouver: H.R. MacMillan, Prentice Bloedel, 

W.J. VanDusen and Col. The Honourable C. Wallace. In addition, J.V. Clyne, 
Chairman of the Board of MacMillan Bloedel until 1972, was made a Companion 
of the Order of Canada in the same year. 


The company's executive also has extensive connections with a wide 
variety of trade organizations including local Boards of Trade and Chambers 
of Commerce, the Council of Forest Industries, the Canadian Pulp and Paper 
Association, the Canadian Forestry Association and the Fisheries Council of 
Canada. 


=—82257- 


Not only are MacMillan Bloedel executive members represented on British 
Columbia's two foundations, but three of the company's directors were among 
the ten founders of the important Vancouver Foundation. 


Political Relationships 


The national picture of increasing interconnections between the 
political and corporate worlds is evident in the careers of several 
MacMillan Bloedel executives, notably K.W. Bonner, F.H. Brown, J.V.. cl vie 
H.R. MacMillan, Harry Letson, Ralph Shaw, C. Wallace and A.H. Williamson. 
This aspect was discussed in detail earlier in this chapter. 


Elite Forums 


These organizations are perhaps the most exclusive avenues of contact 
and communication between members of various élite groups. MacMillan 
Bloedel has been well represented on these private forums, most noticeably 
by past Chairman, J.V. Clyne. He has been a member of the Canadian-American 
Committee, an association of Canadian and U.S. corporate and labour leaders, 
as well as on the board of directors of the Institute for Public Policy 
Research, established in 1972 as a body of seven top level representatives 
of academia, business, politics, the media and the church to "carry out 
research...to improve the basis for informed choice...by the public of 
Canada."197 another important forum is the Conference Board of Canada 
(a branch of the U.S. Conference Board) of which another director, Ian 
Sinclair, is a member. MacMillan Bloedel has also been represented on the 
Canadian Association for Latin America to which the company has made 
charitable donations. 


In summary, the evidence presented in this section clearly shows that 
our sample of directors and officers of MacMillan Bloedel fit the pattern 
of the national corporate élite as defined by Porter and Clement. While 
they constitute a small fraction of the national élite they form a large 
part of the provincial élite or what Newman calls the 'Establishment.' 


Because of British Columbta's relative newness, fewer power 
centres are formed around established wealth. Indivtdual 
clout tends to be transttory, related directly to corporate, 
muntetpal, provinetal, and philanthropic hterarchies. An 
Establishment certainly exists.1 


Newman argues that this group, perhaps out of insecurity, is isolated 
from the power circles of the East. If true it serves to increase their 
relative importance within the confines of the province. 


MACMILLAN BLOEDEL'S TIES TO 
CULTURAL INSTITUTIONS 


This section documents the interaction between MacMillan Bloedel 
(including its executive) and the cultural institutions of British Columbia. 
Used in this context, "culture" includes the ways in which we organize our 
leisure time, as well as the ways in which we generate and disseminate 
information. Using this broad definition the cultural institutions which 
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are discussed in this section are ordered as follows: recreation and 
entertainment, the fine arts, education, foundations, public service and 
the media. Sources of data include both the firm and the individual 
cultural institutions. 


Recreation and Entertainment 
et certainment. 


MacMillan Bloedel's philanthropic activities are most conspicuous 
in the area of recreation and entertainment. Institutions endowed or 
maintained by MacMillan Bloedel, Ltd., or its directors and officers 
include five major city landmarks: the H.R. MacMillan Planetarium, the 
Bloedel Conservatory and Plaza, the VanDusen Botanical Display Gardens, 
the J.V. Clyne Bird Sanctuary and the Vancouver Public Aquarium. The 
Aquarium is noteworthy for the contributions of money and administrative 
time it has received. Each of the other facilities discussed is labelled 
with the name of its benefactor (each a Significant personage in the 
history of MacMillan Bloedel) and was inaugurated by a major private 
donation but is sustained by corporate, municipal or foundation donations. 


The H.R. MacMillan Planetarium was initiated by a personal gift of 
$1.5 million from H.R. MacMillan, which was, like many of his gifts, 
specified as a "one shot" donation. Neither MacMillan nor the company has 
made any major further donations. The facility is part of a museums 
complex which since 1973 has been a private association supporting itself on 
gate receipts and annual municipal grants. 


The Bloedel Conservatory, opened in 1969, was financed by the Bloedel 
Foundation. The VanDusen Gardens were to be built and maintained by 
MacMillan Bloedel. However, two thirds of the original land cost was 
contributed equally by the municipal and provincial governments. Company 
records show that to date the gardens have received over $525,000. The 
Vancouver Foundation, heavily supported by the MacMillan Bloedel executive, 
has endowed the gardens with grants exceeding $1 million. The J.vV. Clyne 
Bird Sanctuary, a new project, received a gift from the corporation amounting 
foOgee ; Loe 


The Vancouver Public Aquarium, located in Stanley Park Zoo, is leased 
for a token sum from the City. Though it does not bear the name of any 
MacMillan Bloedel personnel, it has been intimately associated with the 
company throughout its history. The interconnection began with H.R. 
MacMillan's custom of taking a University of British Columbia marine biologist 
with him on his yearly yachting trips to Mexico. In 1956 this biologist 
was made the Director of the new Vancouver Aquarium. Before his death, 
MacMillan regularly brought back live sea animals to be given to the 
Aquarium; he also made financial contributions totalling at least $150,000. 
His philanthropic donations led to the naming of the MacMillan Tropical 
Gallery in his honour. 


Numerous members of the MacMillan Bloedel executive and their wives 
have in recent years made significant contributions to the Aquarium, both 
financial and administrative. Assistance has included fund raising, 
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service as officers and provision of facilities. Corporate financial 
donations have not been regular; MacMillan Bloedel gave $10,000 to the 
Aquarium in 1966 and another $50,000 in 1970. 


The Fine Arts 


MacMillan Bloedel's participation in the fine arts in British Columbia 
is probably the least significant of all its cultural activities. One 
observer of the Vancouver cultural scene remarked that in his experience 
in one European and three Canadian cities, Vancouver's corporations are in 
general more conservative and give less support to the fine arts than in 
other places. He also mentioned) that British Columbia corporarione: are 
conspicuous when making donations. Anonymity is rarely an issue -- except 
when one organization could become jealous of the support given to . 
another. 


This seems an accurate appraisal of MacMillan Bloedel's record of 
philanthropy in the fine arts. Nevertheless, the firm and several of its 
directors and officers are regularly listed as donors in the records of the 
Vancouver Symphony, Art Gallery, Opera Association and Playhouse Theatre. 
Personal participation on governing boards has been primarily limited to 
the Vancouver Art Gallery (see Table III.15). 


Education 


In his introduction to MacMillan Bloedel's publication of 1975 
Scholarship Awards the British Columbia Minister of Education, Patrick 
McGeer, wrote "the interaction of education and commerce is an integral 
part of society. One supports the other." The statement is particularly 
apt, for MacMillan Bloedel's most extensive record of financial and 
personal involvement with the Province's cultural institutions lies in 
the area of education, particularly post-secondary education. 


For 21 years the company has granted academic awards. In 
addition to three general scholarships, it endows four others specifically 
related to forestry or forest technology. A new program offered in 
conjunction with the British Columbia Institute of Fechnology (BCT), 
includes an employment offer during vacation periods. All four forestry 
scholarships are tenable only at UBC or BCIT. 


The company records a total of $190,300 charitable donations to 
educational scholarships and bursaries (primarily tenable in British 
Columbia) from 1965-75, with a median donation of LG, 7 5Osannittas Ly. ee 
is not clear if this sum includes all of its special scholarships and 
grants. 


Members of the MacMillan Bloedel executive have also funded scholarship 
programs. Mark and Phae Collins have established a permanent bursary 
endowment to British Columbia's colleges and universities through the 
Vancouver Foundation. Also, H.R. MacMillan made extensive personal 
contributions to scholarships and fellowships at the University of British 
Columbia. 
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Ther bulk: of “the company's donations, however, are reserved for the 
universities, of which the University of British Columbia is clearly the 
largest single recipient. Originally, close ties between MacMillan Bloedel 
and the University of British Columbia developed when it was the only 
university in the province. The fourteen members of MacMillan Bloedel's 
executive who graduated from the University of British Columbia all did so 
before the province's two other universities, Simon Fraser and ViGEOrIS; 
were chartered in 1965. This lack of alumni, plus the fact that Simon Fraser 
has acknowledged a lack of aggressiveness to date in its approach to corporate 
fund raising, may partly explain the very strong orientation toward UBC 
shown by MacMillan Bloedel. 


However, there are other reasons for this Strong relationship. The 
University houses nearly all the province's professional schools, most 
notably in law and forestry; in fact, it istione/ of only ‘two forestry 
schools in Western Canada. Thus MacMillan Bloedel's interest in UBC is 
Straightforward: the university supplies the firm with a major Share of 
LES professional talent. Moreover, the university provides personnel for 
the provincial Forest Service, which has considerable responsibility for 
regulation of MacMillan Bloedel's activities. Over 85 per cent of the 
agency's professional foresters graduated from UBC, and the Forest Service 
attempts to hire much of its new staff from the university. 109 


Data inadequacies make it difficult to tabulate total donations from 
MacMillan Bloedel, Ltd. and MacMillan Bloedel's directors and officers, to 
the University of British Columbia. The university's records indicate 
MacMillan Bloedel corporate donations from 1957-75 toralled S1y7494 367 ser or 
which a adele was allocated through the Tri Universities capital fund 
drive. 10 


More importantly, these totals do not include personal donations. 
According to university records, UBC was generously favoured by Her. 
MacMillan. From 1957-1975, the university has received a total of $8,395,035 
from MacMillan and his wife, either as personal donations or through one 
of three funds administered by the Canada Trust and Vancouver Foundation. 
This total does not include invested donations which will be dispensed over 
time. 


Most notable of these gifts was a single personal donation of $8.2 
million made by MacMillan in 1965 to foster post-graduate education at 
usc.t1t This was the largest private donation made to any Canadian 
university up to that time. MacMillan's will of 1976 directed a further 
$50,000 to UBC in the name of one of his associates. 


In recognition of H.R. MacMillan's contributions to the university and 
the province, the Forestry-Agriculture Sciences Building has been named the 
H.R. MacMillan Building, even though it was not specifically endowed by him. 
This building houses the School of Forestry and the MacMillan Library. 


Personal contributions from other MacMillan Bloedel directors and 


officers have also been extensive. At least 25 MacMillan Bloedel 
executive members have made personal financial contributions to the University 
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of British Columbia. Notable are gifts from the other two founding members 
of the company, Prentice Bloedel and W.J. VanDusen. (See Table III.16) 


MacMillan Bloedel personnel have also been active in the administration 
of the university. A.E. Grauer and J.M. Buchanan both have served as 
Chancellors Emeritus, a university's highest honorary position. Buchanan, 
Grauer and Bibbs have held chairs on UBC's Board of Governors, and numerous 
others have served on the Senate. Five MacMillan Bloedel executive members 
have served as President of the University of British Columbia's Alumni 
Association. 


Ties to the remaining two provincial universities are much less 
striking. The University of Victoria received a percentage of the $2 million 
MacMillan Bloedel contribution to the 1965 Tri-Universities Fund Drive. 
In addition, Victoria's Anthropology Department received a corporate donation 
of $2,000 in 1974, and the university's predecessor, Victoria College, 
received a $50,000 grant in 1960. In 1968, a MacMillan Bloedel executive 
member waS appointed by the provincial government to serve on the university's 
Board of Governors. 


Simon Fraser records shows a total of $28,300 in corporate donations 
from MacMillan Bloedel since 1965, in addition to its share of the Tri 
Universities' Fund. Personal donations have been received from various 
executive members totalling $30,250 of which $27,500 was from a single 
source. J.O. Hemmingsen was a member of the Simon Fraser University 
Convocation and Mark Collins served on the Senate and Board of Governors 
from 96s oss 7o,. 


Elementary and secondary private schools have received some support. 
Following a pattern of sporadic donations, MacMillan Bloedel has made 
several contributions (over $1,000) to four private schools. Of these, St. 
George's School for Boys, one of the province's most exclusive schools, has 
also had considerable support from individual MacMillan Bloedel executives. 
J.V. Clyne was a Governor from 1950-73. Twelve other members of the MacMillan 
Bloedel executive are financial patrons of the school. Jean Southam (daughter 
of MacMillan) after whom the Southam Lounge of the school is named, has also 
been an important financial donor. 


The corporation has strongly supported young people's activities. This 
includes capital donations totalling $44,500 since 1970 to the British 
Columbia YM-YWCA, as well as generous sums to various recreational activities 
such as summer camps, Little League Baseball, Minor Hockey, Boy's Clubs, 

Boy Scouts, Girl Guides, Outward Bound, etc. Junior Achievement of British 
Columbia is one of the few organizations (apart from universities) which 
have received annual support from MacMillan Bloedel. Junior Achievement is 
a popular business donation since it is an organization which teaches young 
people the skills of organizing and marketing a product by actually forming 
companies and carrying on a "business". 
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Foundation and Public Services 
eC Services 


MacMillan Bloedel directors and officers have been active on both of 
the major philanthropic foundations of British Columbia. The younger and 
smaller of these is the Koerner Foundation, established in 1955 with a 
Capital gift of $1 million, followed by subsequent gifts from the two 
Koerner estates. Two prominent MacMillan Bloedel directors served on the 
foundation's Board of Governors between 1956 and 1968. 


The grants of the Koerner Foundation follow a pattern already observed 
in the charitable donations of MacMillan Bloedel -- the largest sums go to 
educational and health activities with the fine arts trailing far behind. 
Also similar to the MacMillan Bloedel pattern, Koerner grants favour the 
University of British Columbia. For example, the most recent Foundation 
Report lists donations to the University of Victoria of $16,890, to Simon 
Fraser University of $14,000 and to the University of British Columbia of 
$146,100 (including $1,500 to Forestry and $44,400 to 95 students 
as grants-in-aid). The Koerner Foundation provided $600,000 toward the 
University of British Columbia Faculty Club, and $400,000 for a Graduate 
Student Centre, the "Thea Koerner House (1961) and Extension (1971)." 


MacMillan Bloedel is even more involved with the Vancouver Foundation 
which was founded in 1944 by w.u. VanDusen, a director and prime figure in 
the history of the company. VanDusen organized nine prominent Vancouverites, 
among them three other people associated with MacMillan Bloedel--H.R. 
MacMillan, A.H. Williamson, and Mrs. W. Farrell. Each of the ten donated 
$10,000 to initiate what quickly became one of North America's fastest 
growing foundations. The Vancouver Foundation is now one of the ten largest 
community foundations in North America and by far the largest in Canada. 
Assets in 1975 totalled nearly $50 million and in that year it distributed 
more than $3 million, primarily to education, research and youth activities. 


MacMillan Bloedel's directors are represented among the Vancouver 
Foundation directors by W.J. VanDusen as Chairman of the Board and also 
J.N. Nyland. Foundation grants in 1975 included $25,000 to the Vancouver 
Public Aquarium and $302,505 to the University of British Columbia. Of this 
$302,505, 17 per cent was allocated to the Department of Forestry. Simon 
Fraser received a total of $13,500 and the University of Victoria received 
no money. 


Fund contributors include several individuals connected with MacMillan 
Bloedel as well as organizations with which MacMillan Bloedel directors 
or officers are closely associated, such as the Men's Canadian Club of 
Vancouver. The largest single personal fund in the foundation is that of 
Alma VanDusen, amounting to over $14 million. In addition to the VanDusen 
Foundation Fund of over $2 million there is also a separate VanDusen Forestry 
Fund. (See Table III.17 for MacMillan Bloedel related funds) 


Aside from foundations, MacMillan Bloedel directors and officers are 
active on the boards of a number of public service institutions. These 
often coincide with corporate donations to these organizations. They 
include the Salvation Army, Canadian Red Cross, National Heart Foundation, 
Canadian Cancer Society, Community Chest and Council of Greater Vancouver, 
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and the Canadian Council for Christians and Jews, in addition to various 
hospital boards. 


The general pattern of MacMillan Bloedel”"s philanthropic, activitere 
summarized in Table III.18 which lists donations by the activity of the 
recipient for a four year period. Health oriented charities and public 
works (museums, parks, acquarium, etc.) are most heavily endowed, accounting 
for nearly two-thirds of total head office donations. Sports and outdoor 
recreation/preservation programmes along with the fine arts fare not so well 
with only 8.3 per cent of the total. 


The Media 


MacMillan Bloedel does not directly own any media interests. It has 
no publishing or broadcasting subsidiaries. Its interests, however, 
frequently overlap those of the media. Several of its directors hold executive 
positions with firms connected with printing and publishing. Foremost among 
these is H.R. MacMillan's son-in-law, Gordon Southam. Southam is a member 
of the Southam family which directs the various Southam interests. In LO7S7 
with 17 dailies and a combined circulation of 942,000, Southam Press 
was the largest newspaper chain in Canada.113 as the Senate Committee on Mass 
Media noted about the Southam holdings, "While it is estimated that no single 
interest holds more than 3.6%, control over the company is exercised by a 
large number of persons related to the Southam family by birth and marriage. "114 
MacMillan Bloedel's interests entered this consortium with the Marriage of 
H.R. MacMillan's daughter, Jean, to Gordon T. Southam, who has since been a 
director of MacMillan Bloedel. He is also a director and shareholder in 
Southam Press Ltd. and President of Pioneer Envelopes Ltd. 


Southam Press, in turn, has links with FP Publications (the second 
largest newspaper chain in Canada) through joint ownership of Pacific Press 
which publishes both of Vancouver's dailies, the Sun and the Province. Southam 
also owns the Prince George Citizen. FP Publications owns eight dailies, 
including both Victoria dailies, the Times and Colonist, and has interests in 
two cable companies. These five newspapers represent a total circulation 
of 446,822 in a province with a total population of about 2,452,000, 116 


There are additional directorship ties between MacMillan Bloedel and both 
Southam and FP Publications. The Chairman of the Board of Pacific Press is 
J. Norman Hyland, a director of MacMillan Bloedel since 1967. 


Another MacMillan Bloedel director, G.H.D. Hobbs, also sits on the 
board of Pacific Press. Hyland, along with Gordon Southam, is also a director 
of Southam Press. W.C. Riley is an ex-director of both MacMillan Bloedel and 
Southam. 


MacMillan Bloedel's ties with the media go beyond Southam Press. Robert 
Bonner (Chairman and Director of MacMillan Bloedel until 1973) was also a 
director of Canadian Cable Systems Ltd. This company's holdings include 
48.8 per cent of Famous Players Ltd. and 20 percent of Alberni 3(B.Cy) 

Cable TV Ltd. 117 another MacMillan Bloedel director, H.T. Mitchell is the 
President and Chairman of Mitchell Press Ltd., a book publishing and commercial 
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printing interest, established in 1928. HOT LOUY years prior to that date, 
Mitchell worked as Business Editor for the Vancouver Sun. 


Mark Collins, a long time director of MacMillan Bloedel, was also 
President of Smith Lithograph Co. Ltd., a printing company. Collins' wife, 
Phac, 1s the daughter of W.J. VanDusen, one of the founding powers of the 
company. 


These extensive inter-relations in both directors and corporate ownership 
patterns are impressive. What is even more interesting are the ties between 
the media. 


Southam Press Ltd. owns 30 per cent of the voting shares and 
38 per cent of the non-voting shares of Selkirk Holdings, which has 
interests in the communication industry all across Canada.118 tt is of 
note that MacMillan Bloedel director, J. Norman Hyland, is a director of 
Pacific Press, Southam Press, and Selkirk Holdings. Selkirk and its wholly 
owned subsidiary, Castletron Investments Ltd., hold approximately 12 
per cent and 29 per cent interest respectively, in the British Columbia 
television Broadcasting System Ltd. (sBcTVv).119 BcTV owns fifteen 


British Columbia television stations and 108 of 109 common shares (99 per cent) 
of CHEK-TV Ltd., the CBC outlet in Victoria.!?9 sctv also holds 33 1/3 per 
cent of Okanagan Valley TV Co. Ltd. which is licensee of nine Okanagan 
television stations. In addition BCTV holds four broadcast stations in the 
Okanagan Valley and Kamloops, providing CTV service to this area. In 1973 
this service was extended to the north-centre of British Columbia including 
the city of Prince George. 


In addition, Selkirk holds 100 per cent of All Canada Radio and AURA) Ee Sieve hs 
which operates as a national sales agency for 70 AM and FM radio and 
television stations across Canada. All Canada has a sales office in Vancouver. 
Before Selkirk obtained the company, two of the major shareholders in All 
Canada Radio Facilities were FP Publications and Southam Press. Selkirk 
also holds 45 per cent of Canastel Broadcasting co.121 which it owns with 
Western Broadcasting Co. Ltd. Western Broadcasting directly and through its 
subsidiaries holds 50.3 per cent of BCTV and is in tum partially owned by 
Canadian Pacific Ltd. which is the largest Single shareholder of MacMillan 
Bloedel Utd.)-= §As of 1976:Selkirk wholly owned CKWV Radic Lea. -ana 
CKWX-SW in Vancouver and Island Broadcasting Co. Ltd. (Radio CIV VLetoria) 
With its subsidiary, Lethbridge Broadcasting Ltd., it also owns Interior 
Broadcasters Ltd. (Radio CJIB, Vernon, B.C.) which in turn owns the remaining 
third of Okanagan Valley TV Co. Ltd. Finally, Selkirk's subsidiaries also 
give it interests in TV commercial production and distribution, motion 
picture production and phonograph record and cassette tape manufacturing and 
distribution. 


In addition to these ownership links the firm has conventional economic 
dealings with the media. It is a purchaser of advertising and a seller of 
newsprint. We do not have detailed information on MacMillan Bloedel's 
advertising expenditures. However, the firm does employ three advertising 
agencies, and has placed ads in newspapers, consumer magazines, farm and 
business papers, radio and television.!24 Because company sales are minimal 


2550 — 


at the retail level, it is safe to assume that its advertising is focused on 
public relations. For example, in 1973, the company ran a twelve page full 
colour picture story in Time and MacLean's magazines (Canadian editions) 
which aimed at promoting a favourable PoPUGr ete image. The same ad ran in 
the previous fall in the Vancouver Sun. Altogether this presentation 
reached over one million readers. 


MacMillan Bloedel's most striking relation to the media, however, is 


in terms of its dominant position in the newsprint market in British 
Columbia (see Chapter II). Newsprint is the single most important 


material input in newspaper production, accounting for some 63 per cent of the 
cost of materials (exclusive of wages and salaries), and 17 per cent of 
total revenue spent .126 


MacMillan Bloedel provides roughly 60 per cent of the total newsprint 
needs of British Columbia at prices lower than elsewhere on the West 
Coast. This price difference was explained by a representative of the 
firm frankly, "Newsprint prices in British Columbia are lower than anywhere 
else on the U.S. West Coast for political reasons." Whether its links with 
the media through interlocking directorships, and marriage and family ties 
and its largesse in the form of newsprint price concessions gain the firma 
preferential editorial policy from the major British Columbia newspapers is 
unclear. Nevertheless, the links and the price concessions are facts. 


CONCLUSION 


The foregoing sections have established that the Directors and Officers 
of MacMillan Bloedel fit the pattern of the Canadian corporate élite, and 
that both the company and the firm's executive have extensive interaction with 
provincial cultural institutions. From this we can draw several conclusions. 


First, it would be precipitous to conclude that participation of 
MacMillan Bloedel or its executive in cultural institutions leads to direct 
corporate control of these institutions. This has been a common assumption 
in previous studies of corporate behaviour, especially with regard to the 
media. What élite structures and corporate participation do create are 
patterns of influence that vitally affect the shape of all cultural 
institutions. The privileges of the élite allow them access to important 
positions in our cultural institutions. In these positions they make 
decisions which, as Smythe describes, "set an '‘agenda' which selects some 
topics and ignores others, gives precedence to some and not others, and 
frames contexts and selects content all according to standards which perhaps 
Owe more to custom than to malevolent design, and more to unconscious 
synchronization of decisions than to conspiracy. "128 In the case of 
MacMillan Bloedel, the company's cultural connections and donations and the 
resulting personal and corporate prestige coupled with actual economic power 
(not necessarily ownership) give it a legitimacy that establishes influence 
over these institutions. 


There are a number of reasons for financial contributions other than 
pure altruism. First it should be recognized that donations, corporate or 
personal, are in part subsidized by the public. Such donations are generally 
tax deductable and thus cost the public in terms of foregone revenue. 
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* MacMillan Bloedel's donations, scholarships, bursaries and awards of over 


$6.5 million in the past ten yearsl29 were borne both by the firm and the 
public. 


Second, philanthropic activities are good public relations. They help 
to create an uncritical public atmosphere. Recipients dependent on corporate 
donations are not likely to question the motives of the donor or refuse the 
gift on moral grounds. 


Third, corporate participation in cultural activities provides personal 
status for individual Directors and Officers and legitimizes the corporate 
function in the community. It also opens avenues to further business 
connections. 


Fourth, gifts carry influence. Corporations or individuals who have 
sufficient wealth to be in the position of "donor" hold significant power 
on two counts. Governing positions on charitable institutions, particularly 
Foundations, offer an important voice in deciding where the money goes. It 
is only natural that Directors and Governors will direct funds primarily to 
those who share their own interests and values; also, despite the fact that 
money is granted as a gift, it carries with it the assumption that the 
interests of the grantor will not be ignored. The very process of applying 
for grants, meeting with grants' executives and framing grant proposals, 
begins to affect the character of the application. By an inherent process 
of self-censorship on the part of the applicant (out of loyalty to the 
verbal and intellectual commitment they have made no matter how seriously 
intended, and, of course, out of a desire to be eligible for future funds) 
the proposal takes on the direction and character expected of it by the donor. 


Finally, certain types of donations can bear direct benefits to the 
firm. For example, heavy support of forestry education helps both to ensure 
that the firm can recruit qualified personnel for its operations and that 
those graduates who enter the public sector recognize that the private firms 
which they regulate have directly or indirectly subsidized their education. 


Corporate giving by MacMillan Bloedel has apparently followed a pattern 
described by Jacoby as "enlightened self-interest."130 The firm devotes 
resources to improving the environment in which it operates, because in many 
respects it is dependent upon the goodwill of society for successful 
operations. As an example, the predominance of gifts to higher education 
(particularly to the University of British Columbia) is clearly in the 
firm's interests. The company's choice of recipients follows a patter 
established by corporations in the United States, in which the predominant 
fraction of corporate gifts are made to schools, welfare and civic agencies 
or communities where_the donor operates facilities and so derives rather 
specific benefits. 
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MACMILLAN BLOEDEL DIRECTORS AND 
OFFICERS CONS TDERED IN THES. STUDY 


(AS OF ANNUAL REPORTS TO 1975) 


Name 


Andrews. 17H; 
Baxter, D.A. 
Bibbs, R.M. 
Bloedel, Prentice 
Bonner, R.W. 
Bowell. Gs SiJ8 
Brown, Fst. 
Buchanan, dell. 
Christopher, A.B. 
Clyne sal. Vi: 


Collins, Mark 
Cosc, Pans 
Crump, NR: 


Curtie, Gaby 


Downes, P.M. 

Farrell, Gordon 
Foley, Harold Scanlon 
Foley, Milton Joseph 
Forpacs.. 0... 

Gillen, Ralph L. 
Grauer, Albert E. 


Hemmingsen, John O. 


POSHstilon 


Officer 
Director 
Officer 
Director 
Officer/Director 
Officer 
DITeECtor 
Director 
Director 
Officer 
Director 
Director 
Ofiicer 
Di nec ter 
Officer 
Director 
Officer 
Director 
Director 
Director 
Officer 
Officer 
Director 
Officer 


Director 
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Year(s) 


1960 

1961-63 
1966-73 
1960-71 
1968-73 

1868 

1960-69 
1960-71 
1966-present 
1960-72 
1960-present 
1960-69 
1965-present 
1969-71 
1965-present 
1970-present 
1964-present 
1961-71 

1960 

1960 
1974-present 
1969-present 
1960 
1961-present 
1965-present 


Hobbs, G.H.D. Director 1972-present 
Hyland, J. Norman Director 1967-present 
Lawson, J.H. Officer 1968-present 
Lecky, John Director 1960-70 
Hetson,” Maj’. Gen. UsE.Gye. Director 1960-61 
MacMillan Harvey R. Director 1960-76 
McKinnen, Nis. Director 1972-74 
PP bere R2G% Director 1963-67 
Mitchie tdl Het Director 1960-73 
Moorhead, H.P.J. OLEitcer, 1960-62 
Rvehardson, J.E. Director 1967-present 
Ba bey e. WG Director 1960-61 
ROGErS J <Sic Officer 1969-present 
Shaw, R.M. OLiieearn 1960-63 
Director 1960-64 
Simca. leD Director 1972-present 
Southam, G.T. Director 1960-present 
Stenason, W.J. Director 1974 
ay lor. ook, Director 1972-present 
tammas:, DW. Officer 1966-76 
Director 1970-76 
fownsend; H.V. Orficer 1963-present 
VanDusen, W.J. Director 1960-present (Honourary) 
Wallace, Col. the Hon. C. Director 1960 
Williamson, A.H. Director 1960 
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Name 
Virginia, daughter of 


Prentice Bloedel 


Phae, daughter of 
W.J. VanDusen 


Edna Marion, daughter of 
H.R. MacMillan 


Jean, daughter of 
H.R. MacMillan 


Table Tit.ir3 


MARRIAGE TIES 


Married 


Charles B. Wright Jr., Pres. of Pentagram 
Corp. (Seattle) and Director of MB 


Mark Collins, Pres. of Smith Lithograph 
Co. Ltd. and Director of MB 


John Lecky, Pres. of Smith. Davidson & 
Lecky Ltd. and Director of MB 


Gordon T. Southam, member of the 
Southam family communications complex 
and Pres. of Pioneer Envelopes Ltd. and 
Director of MB. 
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Table III.14 


CORPORATE DIRECTORSHIP HOLDINGS OF 
SELECTED MACMILLAN BLOEDEL DIRECTORS 


1960-1976 
Christopher, A.B. 
President: Montrose Developments Limited 


Nelson Launderies and Drycleaners 


Nelson Enterprises 
Chairman: Neon Products of Canada Limited 


Director: Royal Bank 
MacMillan Bloedel Limited 
Hayes Manufacturing Co. Limited 
Straits Towing Limited 
Glulam Products Limited 
Amco Services Limited 
B.C. Highweight Aggregates Limited 
British Columbia Power Corporation 
James Lovic & Company 
Castle Oil and Gas Company Limited 
Montreal Trust Company 


Ocean Cement 


Collins, Mark 
President: Smith Lithograph Company Limited 


Director: MacMillan Bloedel Limited 


Mercantile & General Reinsurance Company of 
Canada Limited 


Ocean Cement & Supplied Limited 


Member: Vancouver Advisory Board of Canada Trust Company 


a le 


Farrell, Gordon 


President: B.C. Telephone Company (until retirement in 1958) 


Chai rian: Ocean Cement Limited 


Ocean Cement and Supplies Limited 


DIFECeOr: The Canada Trust Company 
MacMillan Bloedel Limited 


British Columbia Packers: Limited 


Hobbs, Gerald H.D. 
President: Cominco Limited (also Director) 


Directors B.C. Telephone 
Bank of Nova Scotia 
MacMillan Bloedel Limited 
Okanagan Helicopters Limited 
Pacific Coast Terminals Company Limited 
Western Canada Steel Limited 
White Pass & Yukon Corporation 
Pacific Press 
Pine Point Mines Limited 
Dillingham Corporation (Honolulu) 


Hawaiin Western Steel Limited (Honolulu) 


Hyland, James Norman 


President: Grandue Mines (also Director) 


Chairman: Pacific Press Limited 


Selkirk Holdings Limited 


cea 73 OTe 


Hyland, James Norman (cont'd) 


Director: Vancouver Foundation 
MacMillan Bloedel Limited 
North American Life Association 
Southam Press 
Inland Natural Gas 


Woodward Stores 


Richardson, J. Ernest 


Chairman, President, Director and Chief Executive 
Orficer of B.C. Telephone Company 


President and Chairman of Okanagan Telephone Company 
Vice-President and Director of Imperial Bank of Commerce 


Director: Halifax Insurance Company 
Commercial Life Assurance Company of Canada 
Placer Development Limited 
MacMillan Bloedel Limited 
Canada Lafarge Cement 


Westcoast Transmission Company Limited 


Timmis, Dennis William 
President and Chief Executive Officer of MacMillan Bloedel Limited 


Director: Canadian Pacific Limited 
Canadian Imperial Bank of Commerce 


Canadian General Electric 
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CHARITABLE DONATIONS BY MACMILLAN BLOEDEL LTD. 
TO SELECTED INSTITUTIONS OF THE FINE ARTS, AND 
PARTICIPATION ON GOVERNING BOARDS 
(1966 - 1975) 


Vancouver Symphony (Public) 


Donations 


1O7 » 5,000 


1974 6,500 
1973 5,000 
1972 5,000 
1968 2,500 
1967 2,000 
1966 2,000 

28,000 


Vancouver Art Gallery 


Donations 

19:74 L200 
dhe Hie: 

1972 1,000 
TOT 1 500 
1970 1,000 
1969 1,000 
1968 500 
1967 P5208 
1966 500 


8,500 


=~ 2a2e— 


Vancouver Art Gallery (cont'd) 


Participation on Boards 


P. Bloedel - Life member 

R.W. Bonner - Donor 

Kathleen Farrell (daughter of G. Farrell) - Donor 

P. Downes - President 

G. Farrell - Life governor and member 

Sherry Grauer (daughter of A.E. Grauer) - Trustee and 
Honourable Secretary 

Marion Lecky (Wife of J. Lecky) - Life member and Patron 

Mr. and Mrs. J. Rogers - Founding members 

Mr. and Mrs. G. Southam - Life members 


Vancouver Opera Association (Public) 


Donations 
Ie fe) unspecified, listed as benefactor 
1974 $ 1,000 
LOT Zz 250 
1970 250 
1969 500 
1968 100 
1967 250 
Zin DOO 
Participation on Boards 
H.S. Foley - Governor 
Mrs. H.R. MacMillan - Governor 
J.E. Richardson - Governor 
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Playhouse Theatre (Public) 


Donations 

Log? Ss, 2,000 
1971 17500 
1970 25500 
1969 e200 
1968 15.900 
1967 5000 
1966 5000 


195506 


Source: MacMillan Bloedel 
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DIRECTORS AND OFFICERS OF MACMILLAN BLOEDEL AS 
DONORS: TO" Un Ge 
(1960-1976) 


Donor Amount (where available) 


Prentice Bloedel © 85,399 

R.W. Bonner 

iti Di Me Gon 

POH. Brown 

J.M. Buchanan (over $105000) 
A.D. Chrastopher 

da Clyne 8,000 

Mark Collins 

Ge. Farrel} 29,000 

H.S. Foley (avar Sao. 000) 
Md POLLEY 

Resi e Mole en 

A.E. Grauer 15,000 

UG. Harris 

J.N. Hyland 

E.G. Lege 

A.P. MacBean 

H.R. MacMillan (over $8 million) 
Hee ee het a. 

E.G. Snorter 

Stas OUrL eh 

CA. Specht 

W.J. VanDusen 283,000 

Hon. C. Wallace 

A.H. Williamson 100,000 


Source: University of British Columbia Records. 
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CLOSED PRINCIPAL FUNDS (I.E. PERSONAL FUNDS) 
OF MACMILLAN BLOEDEL DIRECTORS AND OFFICERS, 
ADMINISTERED BY THE VANCOUVER FOUNDATION 


1975 
The Donald A. Baxter Fund S 2 309;/ 
The Mark Collins Fund 214,003 
The Mark and Phae Collins Fund EO 75500 
The Harold Scanlon Foley Jr. Memorial Fund 22,004 
The H.R. MacMillan Educational Fund ~ 20,900 
The H.R. MacMillan Family Fund 697,316 
The George W. and Mary O'Brien Fund 100 ,000 
The Alma VanDusen Fund 14,184,135 
The W.J. VanDusen Forestry Fund 65,325 
The VanDusen Foundation 25292,654 


9 ee 


Source: Vancouver Foundation. 
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Table III.18 


, * 
MACMILLAN BLOEDEL HEAD OFFICE 


CHARITABLE DONATIONS BY ACTIVITY OF RECIPIENT 


1972) = 1975, 
McsS Per .cent 

Health “) 724.6 37.5 
Public Works (2) 536003 id al) 
Education 163.8 OD 
Sports and eae. (3) 

recreation 104.2 eye 
Fine arts a LAY oa0 
Other 343.1 Ry ieee 
TOTAL LO S060 


Head Office donations accounted for over 80 per cent 


OL toral 


(1) Includes 
oriented 


(2) Museums, 


(3) Includes 


donations in the 1972 — 1975 period. 


United Fund, Salvation Army, and other health 
charities, 


Aquarium, etc. 


Boy Scouts and wildlife protection agencies. 


Source: MacMillan Bloedel. 
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NOTES 


See D.P. Warwick and J.°G.” Craigs ine Seeral Consequences 
of Corporate Concentration in Canada,” Brier Submitted 

to the Royal Commission on Corporate Concentration, mimeo, 
York University, December, 1975, Or a dascussion, of extra— 
market effects of corporate concentration. 


see Chapter T 


F.L.C. Reed and Associates, The British Columbia Forest 
Industry; ..bts Direct and windirect impace mnjtne. Economy, 
Vancouver, 19730 py. 64s 


This concept is ‘well developed in the literature of regional 


economics; see W. Isard, Methods’ of Regional Anaiveis, 


Boston, Mass. Institute: of Technology Press, 1960, Chapter 6: 


Peli C sohecdh wOpe Cle, Ba ec 


British Columbia, Department of Economic Development, The 
Mid-Coast Report-/6, Victoria, 1976, 


Fob cGee Reeds OP eiGLG xg. fra Al. 


MacMillan Bloedel, Brief Submitted to the Royal Commission 

on Forest Resources, Prince Rupert, September, 1975. See 

this reference for a complete discussion of facilities operated 
by MacMillan Bloedel in the Coastal Region. 


District of Powell River;' Administrator's Office, personal 
interview. 


Statistics Canada, "User Summary Tapes'' 1971 Census. 


Rex Lucas, Minetown, Milltown, Railtown, Toronto, University of 
Loronto Presse,” 197 159 9. 100 


District Economist, Vancouver Island Area, Economic Analysis 
and Forecasts Branch, Canada Manpower, personal interview 


Industrial Relations Manager, Powell River Division, 
MacMillan Bloedel, personal interview. 
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14. This multiplier was derived through an economic base 
analysis (see Footnote 5) of 1971 census data which 
described employment by sectors in Powell River. 


15. Industrial Relations Manager, Powell River Division, 
MacMillan Bloedel Ltd,, personal interview. 


16, Canada Manpower Officer, Powell River, B.C., personal interview. 


17, University of British Columbia, School of Community 


and Regional Planning, Approaches to Planning in the 
Powel leRiver Regional’ District; Mayov 1974, por 


18. British Columbia, Department of Lands, Forests and 
Water Resources, "Public Inquiry into Waste Management 
tcuve Lorest Industry,” Vol. 7, exhibit 32, August, 1070. 


19. British Columbia, Department of Economic Department of 
Economic Development, "Skeena-Queen Charlotte Regional 
Econom ceseudy, 91973, 0.0927. Nereafter cited ac 
"Skeena Study." 
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we can determine if this support has been good or bad, adequate or inadequate. 
We can however indicate that the firm has been very Generous: Init isupport of 
education relevant to the forest based industries, and that it has maintained 
eentgn profile in its gift giving. We can also note that the firm has numerous 
cLes with the imedia and that its directors ana officers belong to that group 
of Canadians which sociologists define as the nation's élite. 


POLICY RECOMMENDATIONS 


With respect to appropriate controls over the growth, existence and exercise 


of power emanating from corporate concentration we have the following comments 
to make. 


Firstly, public policy can incite corporate ‘concentration, In our study 
of the development of MacMillan Bloedel it became quite clear that the firm's 
growth was directly related to its holding of the raw material timber.  Tte 
drive for secure timber holdings in turn was a response to the provincial 
government's policy of allocating large tracts of public timber land to private 
enterprise for very long periods of time. The firm was presented with the 
choice of either availing itself of these cutting rights or standing by and 
witnessing the supply of its primary input dwindle as other firms integrated 
backward into the holding of timber. It opted for the first alternative, and 
Was exceedingly successful at it. 


Secondly, deconcentration of timber holding, logging, sawmilling, plywood 
manufacture and corrugated container manufacture seems feasible with respect 
to production technology. Strong evidence of significant economies of vertical 
integration and/or efficiencies of multi-plant, multi-product operations could 
alter this conclusion. The responsibility for the provision of such evidence 
should be borne by the large forest products firms. However, deconcentration 
is not in the tradition of Canadian anti-combines policy. We believe it should be. 


Thirdly, existing legislation, primarily the Combines. Investigation Act, 
is adequate to control the growth of corporate concentration through merger. 
As presently interpreted, however, the legislation is ineffective. MacMillan 
Bloedel's present position is in large part the result of mergers with other 
forest-based corporations (i.e., Bloedel, Stewart and Welch, and the Powell 
River Company). Under a less narrow interpretation of Section 33 of the current 
Combines Investigation Act these mergers would, at a minimum, have been 
questioned. 


That Canadian merger law presently provides a weak deterrent to horizontal 
mergers 1S evidenced by a recent newspaper report which speculates on a possible 
merger partner for MacMillan Bloedel. 


...an analyst...suggested tt might be Domtar Ltd., the Montreal-based 


paper and chemical company. He says tt has money for a cash purchase 
and was looking for acqutstttons. 


owen 


Fuelling the tdea ts the fact that Domtar's parent, Argus 
Corporation, recently sold tts stx per cent holding in B.C. Forest 
Products for an estimated $12 millton and so far has apparently not 
WEINOCETEO) Luaae 


Consoltdated Bathurst of Montreal ts another possible buyer although 
analysts here doubt either it or its parent, Power Corporation, 
would come up with the ready cash.4 


It is remarkable that knowledgeable people could discuss a possible 
merger between the largest Canadian forest products firm and the second or 
third largest, with absolutely no mention of the possible applicability of 
the Combines Investigation Act. 


Moreover, had combines legislation been enforced with respect to its 
competitors a number of MacMillan Bloedel's acquisitions might not have taken 
place. The move into corrugating container manufacture is a clear example. 
Confronted with a rapidly narrowing market for its linerboard as other board 
producers absorbed independent packaging companies, the firm responded by 
acquiring its own corrugating facilities. If the market for linerboard had 
remained open there would have been little incentive for this move. 


Fourthly, reduction of protective tariffs would do much to increase 
competition in two industries where we have identified problems--namely 
plywood and fine papers. Already American firms have made incursions into 
these markets and in so doing have increased the vigour of competition. 
Complete elimination of tariffs for these products would reduce seller 
concentration and thus reduce the potential for the abuse of market power. 


This loss of protection would be more palatable to the firms affected 
if it were accompanied by reduction of tariffs on the capital goods which they 
Import. 


Fifthly, Canadian disclosure law is inadequate. First, legislation is 
needed to require large corporations to disclose the direction and magnitude 
of their political donations. Second, multi-product firms should be required 
to report, in detail, their actY¥vities in individual industries. “The 
aggregation of data has hampered this study and will continue to hamper both 
researchers and policy makers. 


Finally, it must be realized that public agencies, not private firms, 
have the responsibility for setting clear standards for corporate behaviour in 
nonmarket dimensions. For example, if the public wants the managers of its 
resources to exhibit greater sensitivity to environmental impacts it must give 
to these managers clear standards and it must compel these managers to meet 
the standards on a continuing basis. Self-regulation is simply inadequate. 
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